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10 AGRICULTUBAL CEEDIT. 

live rural-credit unions, and similar organizations, and institutions 
devoting their attention to the promotion of agriculture and the 
betterment of rural conditions" were carefully 'investigated and 
studied/' Every assistance was given the commission to secure all 
information desired, not only by our own representatives of the State 
Department and the Department of Commerce, but also by repre- 
sentatives of the governments in the countries visited and by private 
citizens. - 

Since returning from Europe the commission has, with the aid of 
tranBlators, a small clerical force, and other assistants acting with the 
American Commission, compiled, classified, and edited a great mass 
of detailed information obtained by its members and the members 
of the American Commission while m Europe. This information has 
been printed as a public document, Senate Document No. 214. 
The conclusions herein presented are based upon the knowledge 
gained by the members of this commission from personal investiga- 
tion of agricultural conditions in all parts of Europe, from a carrful 
study of the data and information compiled and published, as above 
set out, and froin personal knowledge and considerable investigation 
of conditions in the United States which should and must affect any 
proposed system of a^cultural reform. 

Owing to the limited time at its disposal and to the limited 
appropriation, this commission has devoted its investigation to the 
question of agricultural credit and to recommending a plan for 
reform in the methods of financing farmers and farm operations in 
the United States. Various phases of agricultural reform, including 
cooperative purchasing, cooperative production and marketing o^ 
farm products, and a study of rural conditions have been covered to 
some extent by this commission and by the American Commission, 
and much of the information secured auring the investigation into 
these matters is reproduced in the pubHc document above referred 
to as Senate Document No. 214. This commission, however, has 
confined its report to a consideration of rural credit, to sugges- 
tions looking toward the creation of an adequate system of agri- 
cultural banks, and to an extension of the facilities offered by ex- 
isting financial institutions, so as to meet the pressing needs of our 
farmiiig population. 

Agricultural credit naturally divided itself into two great classes, 
namely, long-term or land-mor tgage credit, which may be briefly defined 
as *' credit to meet the capital requirements of the farmer,'' and short- 
term or personal credit, which may be defined as ''credit to meet the 
current or annually recurring needs of the farmer.'' In the European 
system of agricultural banks the distinction between these two classes 
of credit is sharply drawn. To meet the requirements of the two 
classes separate institutions are provided, differing fundamentally in 
their plan of organization and operation. These different institu- 
tions, nowever, naturally touch at many points. They have grown 
up by a slow process, and have been adapted and adjusted to meet 
conditions as tliey arose. They still preserve their separate identity, 
and their operations are largely confined to their separate fields. 
Whether the conditions in our country demand a segregation of insti- 
tutions designed to meet these two classes of credit, as is the case in 
European countries, or whether one class of institutions can be 
designed to meet both needs, has been a matter of serious considera- 
tion and study by the commission. The differing conditions in 



AGBICULTURAL CBEDIT. 11 

Europe and in the United States must, of necessity, have some bearing 
upon any decision that may be reached on this point. A knowledge 
of the work of our present banking system in its old form and as 
modified by the Federal reserve act in furnishing long-term, or 
land-mortgage, as well as short-term, or personal, creait for farmers is 
also necessary as a preUminary to reaching any decision on this point. 

In considering this question the commission has attempted to 
define, in the first place, the needs of the American farming population 
in a financial sense. As noted above, a careful consideration of this 
point has resulted in its defining these needs as being two in number, 
asfoDows: 

First. The farmer's capital requirements, by which is meant the 
need of the farmer for large sums of money to be used in aidiag to 
pay the purchase price of the farm, in improving his farm, such as 
erecting new farm buildings, draining, irrigating or clearing, or in 
equippmg the farm so as to bring his operations to the highest state 
of efficiency. 

The money needed for these purposes must be in the shape of a 
more or less permanent investment, or in the shape of loans extend- 
ing over such a long period of time that they can be gradually reduced 
and paid off out of tne increased earnings derived from the improve- 
ments made or the equipment added by the farmer with the proceeds 
of such loans. This is generally referred to as long-term or land- 
mortgage credit. 

Second. The farmer's temporary or annually recurring require- 
ments, by which is meant the money needed by him to foiance his 
operations during the time that the crops are being produced. These 
temporary requirements recur every year and embrace the financial 
needs of the farmer for the purpose of preparing the land, sowing and 
cultivating the crops, and harvesting the same. This is generally 
referred to as personal or short-term credit. But the short-term 
credit of the farmer should be distinguished from the short-term 
credit of the merchant or manufacturer. The merchant requires 
banking accommodation for 30, 60, or 90 days, during which period 
he can dispose of the stock acquired and repay the loan; in contrast, 
the farmer mav require short-term credit extending from the time 
the crops are planted until they are harvested, and this may be fixed 
approximately at from 90 days to 1 year. After the crops are 
harvested and stored in a barn, elevator, or warehouse, the need of 
agricultural banking is largely removed, as the financial handling of 
the crops so stored then comes under the province of commercial 
banking. 

The ouestions, therefore, to be considered resolve themselves into 
the methods of furnishing for the farmer long-term, or land-mortgage, 
credit and short-temx, or personal, credit. For convenience in dis- 
cussing these two systems of credit, long-term, or land-mortgage, credit 
will be hereafter referred to as mortgage credit, because such credit 
must necessarily be based on the security of the land owned by the 
fanner and because such mortgage credit must for convenience be 
again subdivided into long-term mortgage credit and short-term mort- 
gage credit, as will be hereinafter shown. Short-term credit, or per- 
sonal credit, as above defined, will be hereinafter referred to as per- 
sonal credit. 

In the opinion of this commission these two general classes of credit 
must be largely segr^ated, although the two systems will naturally 
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touch at many points. Further, m the judgment of this commission, 
the development of a system of farm land banks is the most 
imi^ortant and the prunary step to be taken in order to improve our 
agricultural-credit conditions. It naturally and necessarily precedes 
the development of personal credit. The histonr of European systems 
has shown that the land-mortgage banks preceded the personal-credit 
banks. In this country it is urgently necessary to create a land- 
mortgage security which will be entirely liquid bv reason of having 
a ready market, which wiU run for a long tmae, which can be paid oflF 
in small annual or semiannual installments, and which will enable the 
land-owning farmer to use most advantageously his best banking 
asset, land, as the basis of credit. 

In this part of the report the problems of mortgage credit will be 
first considered, since definite recommendations have already been 
carefully prepared suggesting important national legislation. The 
problems of personal credit will follow in a separate section of the 
report to be submitted at an early date. 

In discussiag the bearing of the experience of the European coun- 
tries upon this question, special reference may be made to Germany 
as an illustration, since both systems of credit haVe attained very 

freat efficiency in that Empire and remarkable results to the farmer 
ave been secured, doubtless to a large extent as a result of the 
growth of agricultural credit. If space permitted, this comparison 
could be extended to other countries which were visited by the com- 
mission to good advantage, but probably additional ana extended 
comparisons would make tnis report too voluminous. 

In considering the conditions m Germany, as applying to the con- 
ditions in the United States, the essential points of difference between 
the two coimtries should always be borne in mind. In size the Ger- 
man Empire is about equal to the area of the State of Texas after 
cutting off from Texas an area as large as the State of Alabama. In 
population the German Empire contains about 68,000,000 people, or 
more than two-thirds of the population of the whole United States. 
In intensive farming the Germans are far ahead of our own farming 
population, and the average production in Germany has increased 
OTeatly, while our average yield per acre has increased but slowly. In 
Germany the population in a given district is largely homoffeneous, 
and the individual is, so to speak, attached to the soil, tne same 
farms continuing in the same families for generations. In this coun- 
try such a condition is seldom found. In Germany, on accoimt of 
the limited supply of land and the large population, and on account 
of the known productivity of each piece of land, the value of that land 
is easily ascertained and varies within very slight limits. In this 
country the variations in value are very great. In Germany the 
average farm is about 20 acres; in this country the average farm is 
138 acres. In Germany the credit and resources of the individual 
in a community are known to practically every other individual in 
that community; in this coimtry no such accurate information is 
obtainable. In Germany the small farmer, his wife, and children all 
do manual work on the farm; in this country such a condition is rare. 
In Germany the people have been trained to a supervision and control 
of their operation by strict government regulations, which would not 
be favored in this coimtry. 

Bearing in mind these essential distinctions and considerations, we 
may now consider specifically the subject of mortgage credit. 
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PART n. 

LAND-MORTGAGE OR LONG-TERM CREDIT. 

DESCRIFTION AND ANALYSIS. 

Mortgage credit, organized into a special system of banking, has 
existed in Europe since the rei^ of Frederick the Great. Be^ning 
in Piiissia, this system of banking has grown until mortgage mstitu- 
tions have been organized under authority of law in practically every 
European State. Neither in method of organization nor in detail 
of operation does there exist uniformity in type. The banks of one 
country, doing precisely tlie same character of business, may differ 
widely from those of another country; and it is possible to find di- 
vergent types in successful operation under the laws of the same 
country. Agricultural conditions do not vary more widely in the 
different States in our country than do conditions in the several 
states and provinces in Europe where these banks have been success- 
fully operated over long periods of time. Therefore, a careful study 
of European experience with mortgage banks forces the conviction 
that the basic principles of mortgage banks are well adapted to meet 
the necessities of American agriculture. It is a question of wisely 
applying well-established principles rather than of copying methods 
of organization. 

Land-^mortgage bonds, — One general principle which underlies all 
mortgage banl^ of Europe is the issue of bonds which are based on 
the collective value or security of many individual mortgages on real 
estate. It is the merging of the credit demands and the property 
resources of many individuals, somewhat similarly situated, into 
one financial transaction. States, municipalities, counties, and other 
organized communities in the United States have adopted this 
principle. Public improvements of all kinds are commonly con- 
structed from the proceeds of bonds issued against the total taxable 
wealth of a political division and are sold in the open markets. 
These bonds are justly popular and have made possible the construc- 
tion of many mighty works of civilization. 

Similarly, one of the chief advantages which corporate laws have 
conferred is the cheap credit which the concentration of resources 
has made possible. For this reason, principally, those lines of busi- 
ness which can be pursued under a corporate organization have 
made marvelous growth during the past few decades in the United 
States. 

But agriculture is best adapted to individual ownership and 
management. The laws making possible cheap credit to political 
communities and to corporations have been of no advantage to 
agriculture. It is not singular that agriculture should languish in 
comparison with the growth of these other lines of human endeavor, 
but it is strange that we have neglected to extend the scope of these 

15 



16 AGBICULTUBAL OBEDIT. 

laws SO as to meet the business requirements of farmers whose 
calling prevents them from adopting corporate methods of trans- 
acting business. 

Short-term and lonq-term mortgages and amortization, — Mortgage 
credit is generally divided into snort and long term loans. This 
distinction is based upon the duration of the loan and also upon 
the method of repaying the principal sum. Short-term loans are 
defined for our purposes as tnose made for a shorter period than 
five years, the principal being repayable at the maturity of the 
loan. All loans exceeding five years are classified as long-term 
loans, the principal sum being repayable in small annual or semi- 
annual payments. The latter method of repayment is technically 
known as '* amortization.'' The issue of land-mortgage bonds and 
the method of amortization payments are the distmctive features 
of European long-term mortgage credit which should be preserved 
in any American system of land-mortgage banking. Under this 
plan, the duration of a loan is determined by the rate of amortiza- 
tion, while the interest charge is fixed by the market value of the 
bonds and the bank's charge for administration. If 4 per cent 
bonds are selling at par and the bank charges thirty-five one-hundred tlis 
of 1 per cent for administration, then an amortization rate of fifty 
one-hundred ths of 1 per cent will extinguish the debt in 54 J years; 
that is to say, the borrower will pay the bank a rate of 4.86 per cent 
on the sum borrowed for 54 J years. The bank divides this pay- 
ment into three parts; 4 per cent goes to pay the interest due on the 
collateral trust Dond which the bank issued to secure the money 
which was loaned to the farmer; liftv one^hundredths of 1 per cent 
is applied toward the payment of tne principal, and the bank re- 
ceives thirty-five one-hundredths of 1 per cent for expenses and 
profits. If the bond sells below par, eitner the farmer must pay a 
commission to the bank or the discount must be met by the bank 
from its administration fund; on the other hand, if the bonds sell 
above par, the premium may go to the borrower or to the institu- 
tion in the form of profit. Generally speaking, the interest rate to 
the borrower is determined by the market value of the bank's col- 
lateral trust bonds, generaUjr referred to as land-mortgage bonds, 
the rate to the borrower rising as the bond falls below par, and 
lowering as it advances above^ par. 

If the rate for amortization is higher than fifty one-hundredths of 
1 per cent, the loan will necessarily be extinguished in a shorter 
period than 54^ years. 

A limitation as to time is usually fixed by law as well as to the rate 
which the bank may charge for administration. In actual operation 
in Europe the time limitation varies in general from 30 to 60 years, 
and the charge for administration varies from fifteen one-hundredths 
of 1 per cent in a purely mutual association of borrowers to thirty- 
five one-hundredths of 1 per cent in ioint-stock banks. The French 
law allows a margin of sixty one-hundredths of 1 per cent, as does the 
recent Spanish law. This charge is computed on the principal sum 
remaining unpaid, and in long-time loans it is therefore a constantly 
decreastQg charge to the borrower. 

These rates of payment for interest, amortization, and adminis- 
tration are definitely fixed in the terms of the mortgage and can not 
be changed by the bank. The borrower, however, is always given 
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the right to discharge his obUgations at any interest period after a 
fixed time. This period is commonly designated in Europe as 10 
years. This right is a double protection to the borrower.^ First, 
it protects the debtor against any demand for payment of his entire 
deot or an increase in the annual interest charges; second, the pro- 
vision for repayment at pleasure gives the borrower complete pro- 
tection against a general fall in interest rates. This will De a very 
important feature to American debtors, since the tendency in the 
Umted States will be toward lower interest rates for farmers. Under 
such a contract a borrower could safelv assume a liability maturing 
regularly over a long period of time, because if interest rates were 
to fall he could borrow money elsewhere at the lower rate of interest, 
discharge his obligation, and thus secure the advantages of a cheaper 
rate on money. 

Tax exemphoris: — To place these collective farm loans at as low a 
rate of interest as the communitj^ is able to secure, the securities must 
be freed from taxation. This principle has been recognized generally 
in all legislation authorizing the issuing of bonds based on the taxing 
power. Both in federal and in state borrowing such bonds are 
generally freed from taxation. In the matter of real-estate mort- 
gages, however, this principle is not so generally recognized. In 
some States mortgages are freed frorn taxation if the money is 
loaned at a rate not higher than that specified by the act granting 
immunity from taxation. In other States only a certain sum is re- 
lieved from taxation. In each of these exemptions, the State recog- 
nizes that a low rate of interest on mortgages is in the interest of 
the general welfare. 

It can not be denied that taxation by a State of the mortgage and 
of the real estate on which the mortgage is predicated is double 
taxation. A farmer can not with safety go in debt for 60 per cent of 
the value of improved real estate and pay taxes on both the land and 
the mortgage. President Taft, in his letter to the governors of 
our States, asserted that farmers are paying liigher interest rates 
than any other class of business men. it can oe asserted with entire 
confidence that they are also paying a higher taxation in proportion to 
their property holdings than any other class of citizens. In the 
Middle West, where land values range from $100 upward per acre, if 
the land be mortgaged for 50 per cent of its value, and if the mort- 
gage is taxed, the debtor owner is investing $50 per acre and paying 
mterest on $50 per acre. He is also paying directly the tax on the 
land and paying mdirectly the tax on the mortgage. Under these con- 
ditions — rismg land values and cumulative taxation — the land is 
slowly but surely passing away from resident ownership to landlord 
ownership. Farm tenancy is undeniably on the increase. 

Without a modification of our taxation laws, however, the sub- 
stitution of the European system of land mortgage will materially 
increase the possibihties of taxing fictitious values. Under that 
system the lender and the borrower have no direct relation with each 
other. The lender creditor does not receive the obligation of the 
borrower debtor, who issues his obligation — the mortgage — to a 
bank, and this bank in turn issues a second obligation — ^the collateral 
trust bond or land-mortgage bond — to the real creditor, the man 
who invests his money. If all these values are taxed — the land, the 
mortgage, and the bond — ^we will have increased the burden of • 

S. Doc. 380, 63-2 2 
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taxation, which, under present conditions, rests so heavily on the 
owners of mortgaged real estate. 

One of the leading purposes of a rational system of mortgage 
credits is to enable any honest, industrious agricultural laborer or 
tenant to acquire, by a part payment of the purchase price, imme- 
diate control and ultimate ownership of a tract of land, and . thereby 
check the growing evil of tenancy. At the same time the system 
should enable any owner of agricultural real estate to secure capital 
on terms which will enable hmi to improve his holding and to ren- 
der his land more productive. In either instance, the terms must 
be such as to prevent temporary crop failure from driving the owner 
from his farm and from causing the loss of all savings. These are 
worthy purposes, and they will promote in the largest and best sense 
the general welfare of our Kepubiic. These ends can not be attained 
in the highest degree except by a recognition of their public charac- 
ter and a remission of taxation on the paper values which are created, 
in order to encourage the acquisition of larms by their operators and 
also the improvement of farm properties. The public retains all real 
values of property for taxation purposes, and these real values will 
be largely enhanced by the investment of large sums of capital which 
will be attracted to the farms under such l^slation. 

Larid titles j exemptions, and foreclosures. — ^The titles to land, exempt 
tions from execution, and legal processes for foreclosure in default of 
payment are important considerations in the operation of any system 
of mortgage banks. In Europe the States usually guarantee land 
titles, and the laws chartering mortgage banks usually grant special 
process of foreclosure. Moreover, there are usually no exemptions 
or homestead rights which are granted by law. The borrower is 
given low rates of interest, long time, and the right of repayment of 
the principal in small semiannual amounts; but if he neglects or 
refuses to keep his contracts as to these payments, then he must 
speedily forfeit his property. There are no long, expensive processes 
of foreclosure. But in the disposal of property by auction under 
foreclosure proceedings the creditor takes only the amount of his 
debt plus foreclosure expenses, the balance oi the proceeds of sale 
being returned to the debtor as his right. 

Under our form of government these important matters are under 
State sovereignty and are subject to State legislation. Every student 
of the subject must conclude that the States should adopt some sys- 
tem of State guarantee of title, as, for instance, the Torrens system. 
It is against the best interest of the generalpublic to have possible 
legal disputes over the ownership of land. The loss incident to such 
uncertainty falls primarily on the landowner, but in the end this 
loss is transferred to the general public because the food and shelter 
of the Nation is secured from the soil. It is a recognition of this 
economic fact which justifies and sustains wise legislation to promote 
the best interest of agriculture. European Grovemments have gen- 
erally recognized this fact. The same may be said of Australian and 
Canadian Provinces. Some American States have taken the first 
step, and the United States Government has recognized the principle 
by prescribing the Torrens system for the Philippine Islands. 

It is obvious that a collateral trust land-mortgage bond will not 

become a prime security on the general market if there is any doubt 

; ^ to the ability of the bank which issues it to meet the required pay- 
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ments promptly. The bank can have but two sources of income for 
this purpose; one is the contract payment to be made bv the borrower, 
and the other is the sale of the land in case of default of such pay- 
ment. In European countries such default is of rare occurrence and 
the sale of mortgaged property very exceptional. In our own country, 
where the earmng capacity of our people is greater than on the Con- 
tinent, such default, under similar contract provisions, would be prac- 
tically nil; but the legal process for prompt relief, in case such default 
should occur, is imperative for the protection of the bank which has 
guaranteed these payments to the holder of the collateral trust land- 
mortgage bond. Herein lies the chief difficulty which our dual form 
of government imposes if this system of banks is to be organized 
under Federal charter. 

Area of operation. — These considerations naturally suggest the 
State as the unit for the operation of a mortgage bank. The laws 
of a State are uniform. The value of an issue of collateral trust land- 
mortgage bonds by a bank depends on a correct valuation of the 
mortgaged lands; and long-time loans involve a supervision or over- 
sight as to the management of the property to prevent depreciation 
in the security. These very important features can be arranged 
most advantageously if the operations of the bank be restricted 
within a reasonable area. Moreover, European experience indicates 
that mortgage banks succeed. best when confined to a limited area. 
Our States approach in area many of their lai^gest nations. Hence 
it is quite certain that a State is the largest political division against 
which a series of collateral trust bonds should be issued by a mort- 
gage bank. 

General characteristics, — There are other restrictions which should 
be imposed on mortgage banks. Their resources should always bear 
a fixed ratio to their liabilities. The earlier mortgage banks in 
Europe were permitted to issue collateral trust bonds up to 20 times 
the amount of their capital and surplus. The tendency has been to 
reduce this volume to 15 times their resources, which would seem to 
be a better ratio. At this proportion, banks reported to this com- 
mission that they were declaring annual dividends at from 12 per 
cent to 14 per cent, so that no just complaint can be made on the 
basis of earning power. 

The capital and surplus of the mortgage bank should not be entirely 
invested in long-term mortgage loans, but should be invested in other 
securities. The resources of the bank may very properly be advanced 
in loans for short periods, pending an issue of its collateral trust bonds, 
or they might be temporarily invested in its own securities. The full 
success of a mortgage bank can not be assured unless a market is 
always present for its bonds. The desirability of a security, from 
an investment standpoint, does not depend wholly on the rate of 
income; the question of .a ready cash market at a fixed value — its 
convertibility into cash at the will of the holder — is an important 
feature of an investment. The land-mortgage bond is an invention 
to render liquid the value of real estate; and, therefore, the bank 
which issues these collateral trust bonds should be prepared to repur- 
chase them when they are offered on the market. Much of the 
capital of the bank should be available for this purpose and should 
not be tied up in long-time loans. 
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From its nature, mortgage business is distinct from commercial bank- 
ing. In mortgage banks the money to be loaded is derived from the 
sale of bonds, and the capital of the bank is to be largely invested in 
interest-bearing securities. Short-time personal loan ousiness should 
be avoided or minimized, deposits should be restricted, either in 
amount or kind. Yet experience has demonstrated that mortgage 
banks should accept a limited volume of such business. The nature 
of their business dealings with their clients lead the latter to desire to 
leave money in their care for short periods and for- special purposes. 
The bank should collect bills, drafts, and other similar paper. Thus, 
for the convenience of its clients, mortgage banks should be permitted 
to receive deposits of money, but careful restrictions along this line 
are desirable. 

Type of institution. — There can well be honest difference of opinion 
as to the style of corporation which is best adapted to promote lone- 
time rural credit. European experience can give but Uttle he^ 
to solve this question. The oldest form is the landschaft, which is 
a purely cooperative association of borrowers. Originally the land- 
schaft wa3 a mutual association, in which the borrowers assumed 
an unlimited mutual liability. A member owning real estate mort- 
gaged his lands and was jgiven the amount of his mortgage in land- 
schaft bonds based on the collective value of all the lands of the 
members of the association. He then sold the landschaft bonds to 
whatever customer he could find. The association simply issued 
bonds against a collective security and delivered these bonds to the 
borrower in exchanse for his mortgage, but it gave no assistance to 
the borrower in either selling the bonas or sustaining their value in 
the market after the sale. Tuie landschaft was a pure association of 
borrowers. These bonds, while perfectly sound, were not highly 
liquid. 

Later ioint-stock banks were established, with that alertness which 
capital always displays, accepted the bond feature of the landschaft, ' 
but organized a selling agency to dispose of the bonds issued by 
the bank and delivered to the borrower, supported by ample capital 
to repurchase these bonds when they were offered on the market. 
These banks were thus able to supply the borrower with the money 
rather than with their own bonds, and by their constant readiness 
to repurchase their securities in the market rendered these bonds 
liquid. The proportion of capital to the bonds issued was such as 
to fully guarantee the soundness of the issue. This competition in 
turn induced the cooperative association or landschaft to organize 
selling agencies, or a banking division, which receives the bonds 
issued by the landschaft, sells them in the market, and gives the 
cash proceeds to the borrower. Thus the business methods of the 
two extreme types of banks in Germany are almost exactly the same. 

It is to be noted that the ''new landschaff associations limit the 
hability of their membership, thus the more closely approaching the 
joint-stock banks in business methods. The mam differences are, 
the joint-stock banks have a subscribed capital and declare divi- 
dends, whereas the landschaft do not have share capital and do not 
declare dividends. Both organizations, however, make profits and 
accumulate surplus funds. 

Landschaft associations can loan only on rural real estate within 
the province where they are chartered, whereas joint-stock banks 
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loan on both urban and rural property. Both types are in successful 
operation, and, in our opinion, either type can be successfully operated 
in different parts of this country with varying degrees of success. 

We recommend, however, as best suited to our people, a bank with 
a foundation share capital limited to loans on agncultural real estate 
within a circumscribed area. The minimum capital should not be 
less than $10,000, with compulsory increase, either by accumulation 
of surplus funds or sale of capital stock in proportion to the increase 
in the volume of its business. 

Cooperative hanTcs. — ^The general spread of cooperation among the 
farmers of the United* States should be fully recognized and every 
opportunity should be given for the growth of tnese cooperative 
prmciples. In the judgment of the commission, any legislation 
providing for the establishment of land-mortgage banks should 
authorize the establishment of cooperative sls well as private joint- 
stock institutions. Any attempt to force all institutions into one form 
would probably fail. There should, however, be no differences in the 
methods of doing business, the only difference being in the form of 
omanization. 

Both types of institution should without doubt be required to have 
a foundation capital. Even the landschaften have, during the 
last quarter of a century, found it advantageous to have landschaft 
banks organized as sister institutions. This follows American practice 
in business generally, since even farmers' cooperative societies almost 
uniformly start with at least a small share capital. 

The American people are so thoroughly accustomed to the principle 
of double liability that no attempt could advantageously be made to 
reduce it. Mortgage banks organized by farmers are likely to be small 
at first in many parts of the country, and for that reason, if no 
other, it would oe wise to authorize these to assume any amount of 
liability desired by the members. Having in mind the effect upon 
the selling value of the bonds in the open market, it might be wise to 
emphasize the advantage of assuming a much higher liability. 
Greater liability than that generally approved in the country at tne 
present time should not, however, be required. 

The only difference in organization prescribed by law would be: 
(1) Cooperative banks would be required to limit the number of 
shares of capital owned by each member, while the other banks would 
make no limitations; (2) in cooperative banks each member would 
have one vote and only one. no matter how many shares of stock he 
owned, while in other banks each share of stock would have one 
vote: (3) in cooperative banks, after a small rate of interest had 
been paid, the remamder of the net eammgs, if any, would be dis- 
tributed among the patrons on the basis of business done, in contrast 
with the distrioution of all net earnings in the form of dividends on 
capital stock in the other institutions. Under the plans suggested, 
there is no reason why any group of farmers in any county should not 
organize its own institution on cooperative principles. It would also 
be thoroughly practicable for any larger group of farmers already 
organized for other purposes (such as a state grange, union, alliance, 
or equity society) to form a large central state institution on co- 
operative principles, with all the strength of similar institutions 
found in the various European countries visited. 
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State aid, — There is room for an honest difference of opinion as to 
the question of state aid, if only European experience is consulted. 
A few illustrations will suffice. In Austria, the mortgage banks are 
state or provincial institutions whose bonds are guaranteed by the 
state or province chartering the banks. In Hungary, there is a 
compromise between these two principles, the State advancing a 
part of the foundation capital, wiiile founders' shares were sold to 
secure additional capital. The control of the institution rests 
between those who contributed the founders' shares and those who 
make the loans. In France, the State gave a subsidy of $2,000,000 
to the Credit Foncier, and gave it a monopoly of the long-term mort- 
gage business. The remainder of the capital, however, has been 
raised by the sale of stock, and in all essential features this bank is 
a private joint-stock institution with certain special privileges 
granted bylaw. 

In every instance in Europe where government capital has been 
granted to establish mortgage credit, the results have been favorable 
to the agricultural interests of that nation. It is our opinion that 
such aid should not be extended in the United States. Our farm 
property is computed to be worth $40,000,000,000, and is rapidly 
mcreasrng in value. Surely this vast property, whose value is as 
stable as the foundations of our Government, is sufficient to attract 
capital in ample volume to improve and cultivate its area, without 
subvention from our Government Treasury. The idea of Federal 
aid is always attractive and commands many able and earnest advo- 
cates; but self-help should be the motto of our new agriculture. If 
given the opportunity, under liberal enactment of law, the savings 
of our Nation will gladly invest in this safe field and relieve the 
Federal Treasury of any necessity to finance the project. It is wise 
legislation, rather than liberal appropriations or loans, which rm-al 
credit mostly needs at ouf hands. ^ 

Charter. — It is a mooted question whether these banks should be 
chartered by the States or the Nation. There can be no question but 
that it is a subject entirely appropriate for the State legislatures. If 
the question could receive serious consideration from every State 
and fairly uniform legislation were to be enacted without undue 
delay, it is to be conceded that this would be a happy solution, but 
the experience in this country in the effort to secure uniform legisla- 
tion regarding negotiable instruments, divorce laws,^ etc., has 
demonstrated the mfficulty of securing uniform State legislation by 
independent action. 

Moreover, it is true that the investing class in the United States 
seems to place more confidence in Federal than in State supervision 
of financial institutions. Whether this confidence is justified or not, 
the fact remains the same, and certainly any system which increases 
the confidence of the investor in the securities to be issued is worthy 
of serious consideration. 

With 48 States, each creating under its own laws separate land- 
mortgage banl^, limited in their operation to that State, or, perhaps, 
authorized to operate in other States, with each bank issuing deben- 
tures based on valuations made under its State laws, with the reserved 
rights in the States to amend, alter, or repeal the charters of such 
banks, and with the competition for investment money thereby 
necessarily aroused when the various State banks offer their mortgage 
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bonds to the public, as well as for other reasons too numerous to 
mention, it would seem that as a practical question the incorporation 
of land-mortgage banks under Federal charter is desirable. 

Bonds as investment. — Moreover, it wiQ be conceded that land- 
mortgage bonds, if properly issued and secured, should be accepted as 
a JegaJ investment for tne great accumulations now gathered in 
savings banks, in insurance companies, and in postal savings. It can 
hardly be hoped that these land-mortgage bonds shall be recognized 
as a first-class liquid security if they are shut out from these great 
accumulations of money. It would hardly be fair to shut them out 
from these accimiulations when railroad, municipal, State, and 
national bonds can be used by the same, or some of them, as an invest- 
ment. With varying laws in the different States and with varying 
methods of supervision and control under different State laws, it 
would be extremely difficult to have these bonds recognized generally 
as a proper and legal investment for these accumulations and for 
trust funds or of funds under the direction of the court. But if these 
bonds were issued by banks chartered by the National Grovernment, 
which banks were subject to a ririd sunervision on the part of the 
federal officers, a uniformity would be brought about wnich would 
be desirable, and the bonds would be much more likely to be 
accepted as a legal investment for these funds. 

Moreover, with varying conditions and laws as to the registration 
of land titles and as to conveyances, as to taxation of mortgages and 
as to methods of foreclosure, it would become exceedingly difficult 
for the investor to ascertain just which of the banks chartered by the 
different States was issuing bonds most desirable for investment. 
The necessity for comparing these differing conditions, and the very 
fact that differing conditions existed, would make the investor more 
timid and would tend to prevent the security from becoming liquid. 
But, on the other hand, tne Federal Government, by authorizing the 
creation of such banks under federal charter, can readily impose 
conditions and restrictions upon the operation of such banl^ and can 
readily extend certain privileges to such banks only when its condi- 
tions are complied witn, thereby tending to standardize the land- 
mortgage bonds issued against the lands in any given State and 
tending to secure a uniformity in the laws govemmg the registration 
of land titles, conveyancing, taxation of mortgages, and methods of 
foreclosure. 

Land-mortgage bonds, when issued under rigid Government 
supervision, lorm an ideal kind of investment or trust security, 
because they bear a fair rate of interest, command a ready market, 
and exhibit great stabiUty of value. All speculation is avoided by 
restricting mortgage banks to the granting of loans to private owners 
of land ; and when such loans are granted, to the issuing of collateral 
trust bonds only to the amount of the loans. The capital of the bank 
is required to be invested chiefly in other safe interest-bearing securi- 
ties, and this remains as an additional security to the holders of the 
bonds. Under these conditions such bonds are of the highest type of 
absolutely safe investment. Their value in no wise depends upon 
speculative^ elements and varies but little, presenting a favorable 
contrast with railway and commercial stocks and bonds. Even 
English consols have declined from 113 in 1896 to 90 in 1912. Other 
prominent commercial securities have recorded an even wider range 
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in price. No such variation in price can be found in any series of 
mortgage bonds which were issued under Government regulation. 

Such securities justly merit a wide investment field on account 
of their intrinsic worth. The National Government is fully justified 
in extending a generous recognition to these bonds because they are 
issued to aid and develop agriculture. All commercial banks, savings 
banks; insurance companies, and other hke institutions should be 
permitted and encouraged by State and Federal legislation to invest 
their funds in these bonds ; both State and National Governments, as 
well as private enterprises, should receive these bonds as approved 
collateral in all transactions including like securities. The Govern- 
ment may not justify the use of pubUc funds to promote purely pri- 
vate enterprises, but we are beginning to comprehend that the 
Government itself is a cooperative enterprise. 

Conclusions, — ^Day by day we are using the power of the whole 

Eeople to do more cheaply or more efficiently some duty which 
ad hitherto been performed by the individual. In agriculture 
we have been a pioneer people, actively engaged in taSing pos- 
session of the surface of a great empire. Our farmers have been 
engaged in the hard labor of improving their farms, building school- 
houses and churches, and constructing bridges and roads for the 
pubUc welfare. Science has but recently informed us that the fer- 
tility of our soils must be maintained and where depleted must be 
restored. We all know that our herds of meat-bearing animals must 
be increased. 

While it may be said that these duties pertain particularly to the 
individual farmers, it can be answered in reply that farmers have not 
been able to accumulate sufficient free capital to meet the present 
situation. Oiu* population has grown more rapidly than our agricul- 
ture has been able to expand on a scientific basis. It has been 
{)ossible for our railroads and other highly organized industries to 
ook forward to the future and estimate the rapidly growing demands 
of the public on their services. And vet, in many du-ections, we can 
see that our population has outrun the ability of our public-service 
corporations to serve them efficiently. 

Agriculture has been the one great national industry which has 
been without organization and has been absolutely helpless before the 
wonderful growth of our Nation. Therefore, the financing of our 
farms has become a national problem. The savings of the Nation 
must flow out to the farms in order to put agriculture on a proper 
basis as compared with other organized industries. This can only be 
done by wise and patriotic legislation. Farm securities must be 
honored by Nation, by State, and by individual. Fortunately every- 
body will profit by such cooperation. The investor — ^from the 
smallest creditor to the largest capitalist — can purchase a security 
which has been thoroughly investigated by a bank under strict 
Government inspection, and which in addition is guaranteed by the 
capital of the bank. He has secured a bond which is practically as 
safe as a security can be. The owner of the property has been 
equally accommodated, since he can readily secure a loan on his 
property up to 50 per cent of its value. The general public will 
DC greatly benefited, because the cost of living will always be predi- 
cated upon the great law of supply of foodstuffs produced from the 
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earth, and the volume consumed by the people who inhabit the 
earth. 

There should be no hesitation, therefore, in enacting legislation 
which wiU give land-mortgage bonds— which are the basS of all 
true long-term rural- credit — that favorable position which is always 
accorded State and Federal bonds, for both are based on the public 
wealth and are issued to strengthen and to perpetuate our Nation. 

In closing this section of its report the commission desires to 
refer to the fact that the commercial world has had constructed for 
it a magnificent system of commercial banks; the frugal laborers 
and savers of the cities have their system of savings banks and build- 
ing and loan associations, and the great corporations have their 
trust companies. All of these and other similar financial institu- 
tions assist in the financing of the agricultural industry to some 
extent, but none of them is adequate or can be made adequate 
to supply this special need without a sacrifice to their present field 
of endeavor. The commission recognizes that too great ease in 
borrowing should not be encouraged, since this might result in an 
unreasonable increase in farm debt. On the other nand, it should 
not be forgotten that under the present system tenancy con- 
tinues to increase and farmers have outstandmg obligations easily 
exceeding two billions of dollars secured by mortgages on their 
farms, much of which was negotiated under very unfavorable cir- 
cumstances and with very high rates of interest. It is believed 
that under the plans which have been formulated herein, and which 
are intended to be supplementary to the existing system, tenancy 
may be decreased, the needs of farmers be taken care of, and at 
the same time the outstanding obligations may be refunded on 
much more favorable terms and gradually reduced by the regular 
payment of small annual installments impossible under the general 
system now found in this country. 

As carrying out the conclusions reached by this commission in 
its efforts to formulate a plan for the creation of land-mortgage 
ba^aks, a form of bill has been drafted, which is attached to this 
report as a part thereof,' and which is respectfully recommended to 
the consideration of Congress as an outline of legislation providing 
adequate facilities for meeting the needs of the farmers for long-term 
or land-mortgage credit. 



INTERPRETATION OF LEGISLATION SUGGESTED OR A STATE- 
MENT OF THE CONSIDERATIONS WHICH HAVE LED THE 
COMMISSION TO SUGGEST THE BILL SUBMITTED HERE- 
WITH. 

[See page 53 for text of bill.] 



GENERAL STATEMENT. 

As indicated in the discussion contained in this report the commis- 
sion was confronted from the beginning with several questions, fun- 
damental in their character and requiring decision before any defi-i 
nite plan could be agreed on. 

MORTGAGE CREDIT AND PERSONAL CREDIT. 

Foremost among these was the question as to whether any sys- 
tem of banking could properly provide for the needs of both mortgage 
and personal credit or whether it should be limited to the former. 
Some of the members of the commission were at first strongly imbued 
with the idea that both phases of the problem should be combined 
in any proposed legislation. A bill looking toward this end had been 
introduced in the Senate by one of the members of the commission, 
and this bill received the most careful consideration. But, after 
a more careful and thorough study of the two problems, the com- 
mission decided to draft a bill dealing exclusiveljr with mortgage 
credit, and that the requirements of personal credit could be more 
suitably met by a separate measure. 

The commercial banking system, as outliued in the Federal reserve 
act, is essentially a system designed to meet short-time credit re- 
quirements. Unquestionably, the commercial bankiQff bill recently 
adopted will largely extend the facilities now afforded for stable con- 
ditions in banking; for an avoidance of the panics which have hereto- 
fore threatened our whole financial structure; and, through the sys- 
tem of rediscounting provided, will provide for an increase or decrease 
in the volume of our currency to correspond with the requirements of 
business. 

These provisions will benefit the farmer as well a^ the other great 
industrial classes of the country; and while it would seem that many 
of the requirements of the farmer could not be provided for in a pure 
system oi commercial banking, yet it was felt that with the changes 
in the commercial banking system the needs of the farmers would 
be partially met, while those not specifically covered in that system 
could be best dealt with through additional legislation. 

27 
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CENTRAL BANK V. INDEPENDENT BANKS. 

A second great question which confronted the commission was the 
question as to whether it should recommend a central bank, 
which alone should issue land-bank bonds based on mortgages 
guaranteed by local institutions and forwarded to the central bank. 
The arguments in favor of such an institution were elaborately pre- 
sented and carefully considered. It was urged, with great force, 
before the commission that a single central bank of issue, having a 
large capital and alone emitting land-bank bonds, would create a 
confidence in the investing piiblic which would tend to improve 
the market for mortgage loans, which would standardize the farm 
bond as an investment, and which would in many ways redound to the 
interest of the farmer. The plan of creating a number of small bacis, 
limited in their operations to subdivisions of the State, controlled 
and operated by local people, paying restricted dividends and ulti- 
matelv becoming mutualized, was worked out in detail and carefully 
considered. The plan of having these institutions guarantee the mort- 
gage loans made m the community and of forwarding them through 
a State institution owned by these small local institutions (and 
which, in turn, would guarantee such mortgages) up to a national 
institution, which alone should issue land-bank bonds, was fuUy 
considered. The advantages and disadvantages of such a plan were 
thought to be worthy of such serious consideration that a bill out- 
lining this method and providing for every detail of the operation 
of such banks in connection with mortgage credit was drawn up 
and fully discussed. 

But, after a most careful consideration of this suggested plan, 
the commission was convinced that this was not the best system. 
Eecognizing the public sentiment which seems to exist against a 
central institution in any banking proposition, and yet feelmg that 
the inatter merited the fullest consideration on its merits, the 
commission gave to it the most careful study. As a result it became 
convinced that the system outlined in the bill which it had formu- 
lated possessed advantages which a central bank plan would not 
possess and encouraged competitive banking to an extent that 
would not be possible under a bill providing for a central institution. 

ADVANTAGES OF INDEPENDENT BANKS. 

As against the central bank idea, the bill suggested by the com- 
mission affords competitive banking. It is founded on American 
models. It is based, to a large extent, on the plan of our national 
banking system, changed as the commission deemed wise to over- 
come the difficulties which had heretofore been shown to attach to the 
national banking plan. Under the provisions of this bill, any 10 peo- 
ple can organize a separate and independent bank with a minimum 
capital, with a fixed ratio between tnat capital and the volume of 
land-bank bonds which the banks may issue, and with an area of opera- 
tions as wide as the State in which they are organized. Competi- 
tion is invited in the organization of such institutions. The right 
to organize such institutions is given to everyone, and the greatest 
latitude in operation is afforded that is thought to be consistent 
with soundness and safety. 
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STATE OR FEDERAL INCORPORATION. 

The commission recognized that mortgage credit deals of necessity 
with land; that the laws affecting land are State laws; that there are 
48 States in the United States in which the laws governing convey- . 
ancing, registration, foreclosure, exemption, taxation, and other sub- 
jects relatmg particularly to land are under State control and differ in 
various particulars. It recognized that while the Federal Government 
might exercise supervision over the land-bank bonds issued by banks 
organized under Federal charter, vet the problem must of necessity 
be largely controlled by State laws and State requirements. It 
believed that every latitude should be allowed to enable the incor- 
porators of such a bank to meet these local conditions provided that 
a strict Federal supervision over issues of land-bank bonds and over 
the rules governing such banks which were not affected by specific 
State laws was adequately provided for. 

RECOMMEND FEDERAL CHARTERS WITH OPERATIONS LIMITED TO STATE 

AREA. 

In consequence the commission has concluded that, while competi- 
tive banking should be encouraged, yet the loans of each bank should 
be limited to one State. The land-bank bonds issued by such a bank, 
based on mortgages or deeds of trust upon lands in a single State, 
where the generS provisions regarding conveyancing, registration, 
foreclosure, taxation, exemption, etc., are the same, would form an 
ideal kind of investment at home and abroad. 

That it would be unwise to extend the area of loan operations of a 
single bank beyond the confines of a given State must be apparent. 
In order to secure the confidence of the investing public, the mort- 
gages or deeds of trust held by the banks issuing them as a security 
for their land-bank bonds must be governed bv the same general laws. 
It would tend to destroy the confidence of the investor if he should 
feel that these mortgages were subject in part to the laws of one 
State and in part to a differing set of laws of a different State. It 
is obvious that the land-bank bonds of the banks issuing them should 
be based on mortgages or deeds of trust which are similar, certainly 
in so far as these fundamentals are concerned. 

VARYING INTEREST RATES IN DIFFERENT STATES. 

The commission also recognized that conditions in the vai'ious 
States are different, that the rates of interest paid for money vary 
in different localities between large extremes, and that the legisla- 
tures of the various States have recognized these varying interest rates 
by establishing widely varying legS rates of interest on loans. In 
one State the legal rate will be 6 per cent, while in another State it 
may be as high as 10 per cent, but the same legal rate exists all over 
a given State. 

In view of this it could hardly be hoped that the land-bank bonds 
sold by a bank and based on mortgages in a State where the legal 
rate was 10 per cent could be sold on tne same basis as similar bonds 
issued by a bank against mortgages in a State where the legal rate of 
interest was 6 per cent. The problem in some of its phases remains 
and must remain a State problem owing to our dual system of gov- 
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ernment. Obviously, any attempt to force by Federal legislation 
one rate of interest in all the States would be futile. The law of 
demanxi and supply will control these rates, and legislatioa which 
attempted to emorce a sindo rate all over the country would result 
in making it difficult to selTlaad-bank bonds issued in a State where 
the current interest rates were higher than those attempted to be 
enforced through such legislation. On the other hand, once the 
system of national farm-land banks is in operation in the various States 
under Federal law and the bonds are recognized as safe investments, 
the tendency would be to reach not only a common but a lower level 
of interest rates, 

COMPETITIVE BANKING THE SOLUTION. 

A full consideration of these and many other phases of the prob- 
lem convinced the commission that the proper method of meeting 
these various conditions was to authorize competitive banking and 
to permit a given number of men in any State to organize a banking 
institution, with power to act within that State and subject to 
Federal control — mainly in the way of supervision and an enforce- 
ment of r^ulations — so as to prevent the misuse of the powers 
granted. Under the bill proposed any number of banks may^ be 
organized in a ^ven State. Each bank can extend its operations 
over the whole or any part of the State. The amount of land-bank 
bonds which may be issued by the bank is fixed at a sum not to 
exceed 15 times its capital and surplus, so that the maximum ratio 
between the capital and surplus on the one hand and the outstand- 
ing obligations on the other is maintained. Thereby the percent- 
age of reserve held against these obligations, over and above the real- 
estate security, is the same for the small bank^ as for the large bank, 
thus enabling the small bank to compete with the large bank iu 
the sale of the land-bank bonds issued oy it and based on real-estate 
loans. 

INDEPENDENT BANKS SUITED TO AMERICAN EXPERIENCE. 

Moreover, the commission became strongly convinced that the in- 
dividual institution is best suited to the American people, and that 
the exercise of governmental activities should be largely confined to 
a rigid supervision, after allowing the widest latitude to individual 
effort and initiative- Permission to organize separate and distinct 
institutions with a limitation as to the minimum amoimt of capital, 
with a fixed maximum ratio between capital and outstanding land- 
bank bonds^ and with a careful Federal supervision seemed to be 
better suited to American methods of procedure and to American 
experience in banking than would a centralized bank which alone 
should issue and market land-bank bonds based on mortgage loans. 

THE SYSTEM PitOFOSED PROTECTS THE BORBOWER, YET ATTRACTS 

CAPITAL. 

The banks provided for under the bill suggested by the commisson 
will attract the investment of capital, because of the adeauate and 
ample returns which t^at capital can obtain. On the other nand, the 
borrower is fully protected, because the amount of interest which tiie 
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bank can charge the borrower is limited to 1 per cent more than the 
bank pays on its land-bank bonds. The administrati\ro chareres of 
the bank are confined to a given maximum. In these and other ways, 
the bank is prevented from taking advantage of the borrower and 
must content itself with a reasonable profit on each individual trans- 
action; while, on the other hand, the volume of the transactions 
permitted is sufiiciently large to provide a reasonable return on the 
money invested in the bank. The borrower, in case of falling interest 
rates, has the privilege of paying off his loan, so as to take advantage 
of such reduced interest charges; and the whole system is designed 
primarily in the interest of the farmer, and secondarily so as to offer 
a return on the capital invested, which will justify and bring about 
the establishment of these banks in all parts of our country and the 
investment of money in these institutions. 

COOPERATIVE INSTITUTIONS ALSO AUTHORIZED. 

While the commission did not believe that the pure Landschaft 
as originally organized in Germany, or even the modified Landschaft 
as it now exists in that country, was suited to the conditions and 
requirements of the American people, it yet recognized the value of 
cooperative effort and the wisoom of permitting cooperative institu- 
tions to be organized. In consequence, provision is made in the bill 
for the organization of banks on a cooperative basis wherever desired. 
In such cases the general principles oi cooperation become apphcable 
to institutions working under this plan, and they cease to be purely 
private money-making organizations. 

GOVERNMENT FINANCIAL AID UNWISE AND UNNECESSARY. 

In considering the question of the establishment of institutions 
under Federal charter, naturally the question of Government aid 
came under discussion. The commission, from the beginning, has 
been convinced that not only was Government aid unnecessary, but 
that it would be unwise. Tne farmers of the country do not desire 
any special privileges, and the idea of special privilege is, moreover, 
antagonistic to the spirit of our institutions. Government subven- 
tion IS not needed. The security of our farms, the value of which is 
reported to be over $40,000,000,000 and yielding an annual product 
of the gross value approaching $10,000,000,000, is ample for the 
creation of a liquid security,* which will be readily accepted by in- 
vestors and which will enable the farmer to use his asset of land as 
readily as the merchant uses his stock of goods. The farmer needs 
no special privilege and wants no special privilege, and none should 
be extended to him. 

BUT NO DISCRIMINATION SHOULD BE MADE AGAINST FARM BANKS. 

While this is true, the commission believes that it is equally true 
that there should be no discrimination against the farmer, or against 
the bond issued on the security of his land. Inasmuch as the basis of 
our national wealth lies in the farms, the commission ha^ felt that 
land-bank bonds created under this act should be recognized as be- 
ing of the same class and as entitled to the same standing as the very 
highest grade of railroad or industrial bonds. 
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LAND-BANK BONDS A PROPER INVESTMENT FOB SAVINGS. 

The greatest accumulations of money in this country are to-day 
contained in the mutual savings banks, in the great insurance com- 
paniesj and in our commercial banks. The commission has, there- 
lore, provided that the land-bank bonds, proposed to be issued by 
the banks organized under this act, should be placed in the same 
class with the highest grade of railroad and industrial bonds, and 
should be made available as legal investments for all classes of 
savings and for insurance reserves. 

It has also recognized that these land-bank bonds, based on farm 
lands at 50 per cent of their value, are essentially an investment for trust 
funds and for postal-savings deposits, and has provided for legalizing 
their use as an investment for trust funds imder the charge of the 
courts, and for the savings of the people at large, as evidenced by 
the postal savings deposits. The commission has attempted to place 
these bonds, when issued under Federal supervision by banks created 
under a Federal act, in the class of the very best investment securi- 
ties. It has attempted to encourage their acceptance by the general 
public and by the average investor, through the plan of having them 
ofhcially recognized (as they should be) as a legal investment for sav- 
ings, for insurance reserves, for the money of widows and orphans 
controlled by the courts, and for all those funds around the invest- 
ment of which the greatest and most rigid safeguards are thrown. 

THE CONTROLLING ARGUMENT IN FAVOR OF FEDERAL INCORPORATION. 

And it is just here that one of the greatest advantages of Federal 
incorporation is shown. As heretofore stated, our 48 State sovereign- 
ties represent a large number of diflPering methods of conveyancing, 
registration, foreclosuie, taxation, and exemption. The difficuJty 
of securing uniformity of laws in these respects is obvious. The 
efforts that have heretofore been made to secure uniformitv in laws 
governing negotiable instruments, in divorce laws, and in other direc- 
tions, have shown that it is at best a slow process; and that, how- 
ever wise the proposed legislation may be, it is extremely difficult 
to arouse the people to the necessity oi prompt action. 

FEDERAL INCORPORATION WILL HASTEN AND ENCOURAGE UNIFORM 

STATE LEGISLATION — OTHER ADVANTAGES. 

But, through a Federal incorporation of farm-land banks, it would 
seem that this problem can be greatly simplified. The bill provides 
that any 10 persons can organize such a bank in a given State. It 
authorizes the banks so organized to issue land-bank bonds against 
mortgages m that State. It gives to every such bank organized the 
same general powers and makes them subject to the same general 
restrictions. But it goes further and provides that the supervisory 
officer of the Federal Government may, by general rules, permit 
the land-bank bonds issued by such banks to be used (1) as security 
for the deposit of postal savings funds, or (2) as a legal investment 
for funds accumulated as time deposits in national banking asso- 
ciations, or (3) as a legal investment for trust funds under the 
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charge of United States courts, or in other ways, provided (1) 
the laws governing registration, conveyancing, and foreclosure 
are simplified, or (2) provided exemptions as regards farm mort- 
gages are abolished, or (3) provided such land-bank bonds are 
made available as legal investments for saving funds, insurance 
reserves and trust fimds in that State. The object of these provi- 
sions is to encourage the passage of laws which xvill bring about uni- 
formity in State methods of conveyancing, registration, foreclosure, 
taxation and exemptions, and which will induce the States themselves 
to recognize these land-bank bonds as legal investments for savings- 
bank fimds and trust funds under their control, thereby fixing their 
status as high-class investment securities. 

EXEMPTION FROM TAXATION 

Finally the commission has recognized that, in order that the farmer 
shall get the benefit of the lowest interest rates, these land-bank bonds, 
as wen as the mortgages or deeds of trust held by the banks as security 
for the same, must be exempted from taxation. It will be conceded 
that the tax upon a mortgage ultimately comes out of the borrower, 
either directly or in the shape of an increased interest rate on the 
loan. The proposed securities are based on land, and land is the one 
asset which is always taxed and which can not evade taxation. The 
farmer must pay his proportion of governmental charges, because his 
land is always there and the assessor can always reach it. The 
Federal Government has no control over this tax on land and does 
not attempt to control it. But it is recognized that a tax on the 
mortgage created by the farmer upon this land or a tax upon the land- 
bank bond issued by the bank on the security of such mortgage, must 
ultimately be paid by the farmer in the shape of increased interest 
charges. As an essential to the carrying out of any reform which 
will meet the farmer's requirements, this species of double taxation 
must be done away with. Consequently, the bill provides for the 
exemption from taxation not only of the capital stock of the banks 
to be so organized, but also of au the mortgages and deeds of trust 
held by the bank and of all the land-bank bonds issued by the bank 
against such mortgages and deeds of trust. In exempting the capital 
01 the bank from taxation, the bill follows the Federal reserve act, on 
the theory that the same privilege in this respect should be extended 
to agricultural banks as to commercial banKs. And in exempting 
from taxation the mortgages and deeds of trust, and the land-oank 
bonds issued against the same, the commission has recognized that 
such a tax is simply an additional charge against the farmer who has 
already paid the direct tax on his land. It will be impossible to 
secure money for the farmer on the best terms, unless and until such 
an exemption goes into effect. 

The various other considerations which have influenced the com- 
mission in submitting this bill wiU appear in the detailed discussion 
which follows. 

S. Doc. 380, 63-2 3 



DETAILED REVIEW OF THE BILL 

[See page 33 for text of bill.] 



Section 1 creates a short title which is essentially descriptive, and 
which indicates the principal object of the bill. 

Section 2 creates a bureau in the Treasury Department for super- 
vising the operations of these banks. The bureau is to be headea by 
a commissioner of farm-land banks, whose position and duties largely 
correspond to those of the Comptroller of the Currency in commercial 
banking. The commissioner oi farm-land banks is imder the direc- 
tion of the Secretary of the Treasury. 

Section 3 provides for the appointment, the term of office, and the 
salary of the commissioner of farm-land banks, which in general cor- 
respond with the provisions governing the Comptroller of the Cur- 
rency. It also provides for the oath to be taken and the bond to be 
given by the commissioner of farm-land banks. 

Section 4 provides for the appointment, the duties, the oath, and 
bond of a deputy commissioner of farm-land banks. 

Section 5 provides for the seal of office. 

Section 6 provides for the office supplies, etc., of the new bureau, 
and for the employment, classification, etc., of necessary clerks. 

Section 7 prohibits the commissioner, the deputy commissioner, 
or any clerk from being interested in any farm-land bank. The wis- 
dom of a prohibition of this kind is apparent, when this bureau is to 
supervise the operations of such banl^. 

Section 8 provides for the making by the commissioner of an 
annuid report to Congress, and specifies what such report shall con- 
tain. 

Section 9 provides for the adoption by the Secretary of the 
Treasury of the plans, rules, and regulations to govern the Bureau of 
farm-land banks and requires their enforcement by the commissioner. 

Section 10 gives to the conmiissioner the power to issue charters 
to national farm-land banks and to withdraw or forfeit such charters 
or liquidate such banks whenever necessary (in accordance with the 
rules of the bureau) and to exercise supervision and control over, and 
make examinations of, such banks. 

Section 11 authorizes the commissioner, by general rules ap- 
proved by the Secretary of the Treasury, to specify the conditions 
under which certain privileges provided m the Dill may be extended 
to farm-land banks. This section gives to the commissioner the 
power to lay down general rules by compliance with which these 

{)rivileges may be secured. The privileges themselves are more 
uUy specified in section 34. The object of this method of extending 
these privileges is to bring about a uniformity in State laws governing 
conveyancing, registration, and foreclosure and to secure recognition 
of national land-bank bonds by State institutions as legal- mvest- 
nients for savings, trust, and insurance funds. Provision is made by 

34 



AQfilOULTUBAL OfiEDIT. 35 

which the oommissioner is given the power to specify when such 
rules shall go into effect. Section 1 1 simply confers this power upon 
the commissioner. Section 34 describes these privileges in detail. 

Section 12 provides for the publishing by the commissioner, with 
the approval of the Secretary of the Treasury, of the amortization 
tables to be used by the national farm-land banks. Later on in the 
bill provision is made requiring the banks to « adopt and use the 
amortization principles in all long-term mortgage loans. By this 
means the loans wiu be paid off in small periodic installments. For 
the protection of the farmer, who is naturally not sufficiently con- 
versant with this matter to correct any error in amortization tables 
which might be in use by the bank^ a standard set of amortization 
tables must be furnished py the commissioner, and this must be used 
by the banks. The provision is in the interest of both the borrower 
and of the banks, it assures to the landowner and to the purchaser 
of the national land-bank bonds a known and regular reduction of 
the principal amount due imder the tables of amortization which 
have been prepared or approved by the Secretary of the Treasury. 

Section 13 provides for the organization of national farm-land 
banks by any number of natural persons not less than 10. The 
section generally follows the provision for the organization of national 
banks under the national banking act. 

Section 14 provides in detail for what shall be contained within the 
organization certificate. Under this section are provided: 

First. That the name '^national farm-land bank'' must be used by 
those institutions and can not be used by any other institutions. 
This will enable the purchaser of the national land-bank bonds to 
know beyond question the character of the security which he is pur- 
chasing and to know that the institution issuing these securities is 
operated imder Federal supervision and under the general provisions 
01 this law. This subdivision also provides that, where such national 
farm-land bank decides to use the cooperative principle, the word 
''cooperative'' should be a part of its titie. 

There can therefore be no question as to the character of the 
institution issuing the national land-bank bonds. If cooperative, 
that fact wiU be indicated in its title. In the absence of the word 
'^cooperative," it will be evident that the bank is purely an institu- 
tion for profit. Subject to these regulations, tne institution is 
allowed to select a descriptive title to prefix the words ''national 
farm-land bank" or "national farm-land bank, cooperative," A 
provision is made for the designation of each bank oy an official 
number, as in the case of national bankinj^ associations. It should 
be noted that the titie of these national uu*m-land banks indicates 
correctly the scope of their activities, as will appear later in the bill. 
Their loans are limited to farmers and they are not permitted to lend 
on city property. 

Under this section the distinction is drawn between the ordinary 
farm-land bank and the cooperative institution. In the cooperative in- 
stitutions, the owning of shares bv an individual stockholder is limited 
to 10 per cent of the share capital," the voting power is based on mem- 
bership and not on the number of shares, a vote being given to each 
stockholder irrespective of his ownership of stock; and the distribu- 
tion of profits is made on the cooperative principle instead of on the 
basis 01 stock ownership. This provides that stockliolders may 
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first receive a return on their investment equal to the general pre- 
vailing rate of interest in that community, but not to exceed the 
legal rate in that State. The remainder of the net earnings is dis- 
tributed among the patrons of that institution (that is to say, among 
the borrowers) in proportion to their boixowin^. This provision is 
qualified, to the extent that shareholders who nave been borrowers 
may receive dividends on their borrowings at a rate twice as great 
as paid to nonshare-owning patrons. This provision is not manda- 
tory, but lies ia the discretion of the share-owning patrons or bor- 
rowers. Its purpose is to encourage borrowers to become share- 
holders, and particularly to encourage borrowers to invest the divi- 
dends, so paid to them as such borrowers, in shares of the company. 
For that reason, as weU as to make it possible to widen the distribu- 
tion of its stock, the shares of cooperative banks may be of the par 
value of $25 eacn, instead of $100 each. 

The distinction between the cooperative banks and the regular 
banks is outhned in this section, and it is provided that in other 
respects the two banks shall be governed bv the same general laws. 
Outside of the limited stock ownership and the voting by members 
instead of according to stock ownership, the principal feature of the 
cooperative bank is the distribution of its profits. The plan here 
outnned conforms to the plan very generally; adopted throughout the 
world in cooperative stores, dairying associations and other similar 
enterprises. The parties who furnish the share capital receive first a 
fair rate on their investment. The balance of the profits goes as 
dividends to the patrons-^not to the stockholders. This means 
that the patron thereby in effect gets a reduction on his interest 
rate; a part of the interest paid by mm is returned at the end of the 
year in the shape of a dividend. The stockholder after getting a 
fair return for his money has no further interest in the profits as a 
stockholder; but the stockholder as a patron is entitled to a share 
of the additional profits in proportion to his borrowings. But the 
shareholder may get twice as much dividend on his borrowings as 
the nonshareholder gets. Thereby the nonshareholder is encouraged 
to become a shareholder. 

Second. That the State in which the operations of the bank shall 
be carried on shall be designated and the place in the State where the 
principal office is to be located shall be shown. As explained in the 

{)receding general discussion of the bill, the loans of a national farm- 
and bank are limited to one State; hence the necessity for the 
designation by the bank, in its organization certificate, of the State 
in which it will be operated. Provision is also made for changing 
the principal office to some other point within the State when desired. 

Third. That the amount of capital stock and its division into shares 
shall be specified, with a provision that the minimum capital shall be 
$10,000 and with a provision for its increase. 

The minimum of $10,000 was fixed by the commission after very 
careful deliberation. It was felt that the minimum of $25,000 now 
existiug in the case of national banking associations was too high, 
for the reason that many f armtug communities which would desire to 
take out charters under this act would be unable to provide this 
amount of capital. On the other hand, the commission recognized 
the necessity of careful and adequate supervision by the Government 
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and did not wish to create institutions so small that the burden and 
cost of examination and supervision would be proportionately too 
great. The amount of $10,000 was finally arrived at as the wise 
minimum under the circumstances. 

Fourth. That the names, residences, and number of shares of stock- 
holders shall be shown, as in the case of national banking associations, 
so that the double habihty hereinafter provided may be enforced when 
necessary. 

Fifth. That the certificate is made for the purpose of organizing a 
national farm-land bank. 

Section 15 provides for the method of acknowledging and preserv- 
ing the orgamzation certificate. 

Section 16 defines the general powers of national farm-land banks. 
This includes the usual and ordinary powers of similar corporations. 
The period of duration of the bank is fixed at 50 years, unless sooner 
dissolved. The charters are made subject to change, amendment, or 
repeal under general laws enacted by Congress, provided that the 
rights of creditors are not therebv affected. Provision is made for 
their control by a board of not less than five nor more than nine 
directors. A broad latitude in the by-laws of each bank is per- 
mitted. 

Under ^'seventh'' of this section the necessary. incidental powers 
are given to such farm-land banks, with the provision that certain 
specific powers shall appertain to each such bank. In these specific 
powers are outlined the distinguishing characteristics of farm-land 
banks as distinguished from commercial banks. Among these pow- 
ers are: 

(a) The power to accept deposits only to the extent of 50 per cent 
of their capital and surplus. The farm-land banks are not intended 
to do a commercial banking business. The great volume of commer- 
cial banking business is based on the deposits in the commercial 
banks. Deposits are not a proper basis for mortgage loans, because 
deposits, being payable within a short time or on demand, are not 
suitable for investment in bonds maturing from 5 to 35 years from 
their date. 

On the other hand, in making farm loans on mortgages, these banks 
will undoubtedly frequently have to hold as a deposit the money so 
loaned. Moreover, in carrying on a business incidental to farm-land 
banking, they must of necessity at times have some deposits. Con- 
sequently they are permitted to receive deposits to a limited extent, 
namely, to the extent of one-half of their capital and surplus. But 
these limitations effectively remove them from competition with com- 
mercial banks and are in accord with the general rules governing land 
banks in European countries. 

In considering this question of limitations on deposits in farm-land 
banks the commission considered very carefully the question as to 
whether it should be a limitation on the amount of deposits or simply 
a limitation on the chardcter of deposits. It was urged that time 
deposits running for one year or longer could be safety received by 
the farm-land banks and used for investment in national land-bant 
bonds of the institution. On the other hand, it was urged that a lim- 
itation of the amount of deposits might work a great hardship in the 
actual operation of the banks j but the commission, after a full con- 
sideration of this question, decided that the limitation should be upon 
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the amount and that the exazn[)le of loan banks m European countries 
could safely be followed in this respect. The only exception made 
was a provision later on in the bill that this limitation should not apply 
to the deposit of postal savings funds, which, taken as a whole, are 
different from ormnary deposits. They are more constant and less 
susceptible to fluctuation, because the credit of the Government is 
specincally pledged for their repayment; but the limitation on the 
amount of aeposits, except as stated, absolutely removes farm-land 
banks from all competition with commercial banks, and also removes 
the danger that mignt threaten such farm-land banks if a large volume 
of deposits has been invested in long-term bonds and were suddenly 
called for payment. 

(6) The second specific power of the farm-land banks is the power 
to make loans upon farm lauds anywhere within the State. This 
power is accompanied by certain conditions which must be complied 
with. These conditions constitute the basic security of the national 
land-bank bonds. Each provision has received the most careful con- 
sideration and has been studied in the light of European experience 
as well as of American conditions. Each of these provisions or con- 
ditions is believed to represent a wise decision in tne interest of the 
borrower, of the bank, and of the investor. 

These provisions are: 

(1) That such loans be made for not more than 35 years. In some 
of the European countries the loans run for a longer term, sometimes 
as long as 75 years. It is fundamental that the longer the loan at a 
given rate of interest, the smaller the amortization payment. On the 
other hand, it was ascertained that in some of the countries where 
these very long time loans prevail the unwisdom of the course was 
recognized and efforts were being made to provide for the repayment 
of the loans within a generation, by attachmg to the loans life insur- 
ance policies payable on the death of the borrower. The wisdom of 
extending a large volume of farm loans as a burden upon succeeding 
generations is at least questionable. The commissioners believed that 
the American people would not approve of the creation of a large body 
of farm loans running over two or three generations before maturity. 
They, moreover, were convinced that the reduction in the amount of 
amortization payments, in the case of a very long time loan was not 
sufficiently great to justify the burdening of future generations with 
such a deot, and that the American people could easily meet their 
farm mortgages within a period not greater than 35 years on the 
amortization principle, and that the earnings of the farmers would 
justify this snorter term. An examination of amortization tables 
seemed conclusive that the term of 35 years gives ample time for the 
repayment of these loans at a rate of amortization which the Ameri- 
can farmer can readily meet. 

(2) That all farm-mortgage loans shall be on first mortgages and 
that second and third mortgage loans are prohibited. This serves 
to insure to the investor that the national land-bank bond purchased 
by him is secured by an absolute first mortgage on farm lands. With 
this assurance the national land-bank bonds will sell on better terms, 
with resultant benefit to the borrowing farmer. 

(3) Almost any institution can be used for purposes not intended 
by those who orgajiize it. Every effort, however, should be made to 
restrict abuses wherever possible. In order that the institutions 
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provided in tlie bill may not be used successfully by tiioee whose prin- 
cipal purpose is to speculate, certain limitations have been made as 
to the use of the loans. No farmer interested in the upbuilding of 
agricultui^ and the extension of production will desire to negotiate 
a loan except to cmnplete the purchase price of the agricultural lands 
mortgaged, or to improve and equip his farm in order to extend 
agricultural producticm, or in order to refund outstanding mortgages. 

H (4) Hiat die loans shall not exceed SO per cent of the value of 
improved farm lands or 40 per cent of other lands, the value to be 
determined by an appraisal. This proportion was arrived at after a 
careful study of the proportions used in European countries and 
of American conditions. Moreover, the proportions used follow 
those in reference to loans on farm lands provided in the Federal 
reserve act. 

(5) That every such farm-mortgage loan shall contain a man- 
datory provision for the repayment of such loan by amortization. 
The investor in the national land-bank bond will know that 
every mortage held by the bank of issue contains a mandatory 
provision for amortization payments, so that when the nadonal land- 
Dank bond held by him falls due the bank will have received in cash 
from the farmer the amount of the mortgage held by the bank to 
secure such national land-bank bond. The loan to the farmer must 
be for not less than five years, because the amortization principle can 
not be very well applied to a loan for a shorter period, 

^ It should be noted that the farm-land banks are authorized else- 
where in the bill to lend money on farm m<»lgages running for less 
than five years; but they can not issue national land-bank bonds 
gainst mortga^^ running less than five yeats, becai^e such mort- 
gages run for such a short term that they do not lend themselves to 
the amortisation plan. The whole theory of the bill is that no 
national land-bank bond can be issued by any fann-land bank unless 
the mortgages securing such national land-bank bonds contain an 
amortization provision, which of necessity pays off the mortgage by 
its maturity, and thus provides the bank with the money to repurchase 
the national land-bank bond issued against it. 

- (6) That the farmer or borrower may pay off Ins loan at any 
interest p^od after five years. The loan can not be paid off 
within less than five years, except at the option of the bank. The 
reason is that the banks' profits or administration charges are 
limited to so small an annual amount that it must continue for at 
least five years to enable the bank to handle the loan. During that 
period, if the farmer wishes to pay the loan, the bank may or may not 
consent. After five years the farmer has the absolute right to pay 
off his loan at any interest period. Consequently, if interest rates 
should fall, the fanner could pay off his mortgage carrying a high 
interest rate and borrow again on more advantageous terms. This 
is a most important privilege to the farmer and should make him 
feel that he runs no risk in creating a mortgage on his farm for a 
long term at existing interest rates. If the interest ratec thereafter 
rise the bank can not make him pay an increased rate, but the agreed 
rate holds until the mortgage lalls due, and in the meantime the 
amortization payments pay off the mortgage. If ^ on the other hand, 
the interest rates shoula fall, then after five years he can pay off the 
existing mortgage and create a new mortgage at the lower rates. 
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(c) The third specific power of the farm-land bank is the power to 
issue, sell, and trade in its own collateral trust bonds, which are 
designated as national land-bank bonds. These national land-bank 
bonus are in reaUty collateral trust bonds, in that they are the-bonds 
of the farm-land bank, secured by the deposit, in trust, as collateral 
to the same, of first mortgage or first deeds of trust on farm lands. 

The conditions under "vmich the national farm-land bank can issue 
national land-bank bonds are specified under six heads and are care- 
fully worked out so as to protect the farmer, the bank, and the 
investor. 

They are as follows: 

(1) That the rate of interest paid by the farmer to the bank shall 
not exceed the rate of interest paid by the bank to the investor by 
more than 1 per cent, and this 1 per cent must include all charges of 
administration or expenses of the bank. 

This provision is one of the principal protections to the farmer and 
is the greatest guaranty to him that he will secure the most advan- 
tageous interest rates. The farmer who wishes to borrow a thousand 
dollars from the bank on the security of his land finds that the bank 
is able to sell its national land-bank bonds, bearing 4 per cent, at par. 
The bank is willing to lend him a thousand dollars on the securitv of 
his farm. The bank is prohibited from charging him on such loan 
more than 5 per cent, because the rate of interest paid by the farmer 
must not exceed the rate paid by the bank to the investor by more 
than 1 per cent. Naturally the bank will sell its national land-bank 
bonds at the lowest interest rate possible. The farmer gets the 
benefit of this, because whatever interest rate is paid by the bank, 
the farmer can only be charged a rate 1 per cent nigher, and this 1 
per cent must cover all administration charges of the bank. 

(2) That all national land-bank bonds must be payable on a date 
specified. The American method of having bonds payable at a 
specified time is so thoroughly grounded in the American people that 
it was thought wise to require that all bonds be payable at a specified 
time. It is true that the time of liquidation of the bond would be 
determined by the amortization payment on the mortgage securing 
the bond. In Europe it frequently happens that land-bank boncS 
have no definite due date; but the American public is not conver- 
sant with the practice of issuing bonds with no definite maturity, and 
consequently this provision seems wise. By making the bonds sub- 
ject to caU at par, provision is made enablmg the bank to retire its 
land-bank bonds as the mortgages are paid off by amortization or 
otherwise. 

(3) That national land-bank bonds shall always be protected by 
the deposit of first mortgage or first deed of trust farm loans of an 
equal amount in face value, maturing not less than five years from date. 
In times when interest rates are low and mortgages theretofore 
taken bear a higher rate, the mortgage might be worth more than 
par. Conversely, when interest is high a mortgage theretofore taken 
(if offered for sale) might sell at less than par. In the absence of a 
provision such as this there might be a fluctuation in the security 
deposited for the land-bank bonds; but imder the amortization plan, 
the amortization payments retire the mortgage automatically with- 
out reference to the interest rate. By requirmg the mortgage deposits 
to be of the same par value as the national land-bank Donds issued 
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against them, the payment of both principal and interest of the 
land-bank bonds is assured. 

(4) That the amortization payments as made must be credited 
on the mortgages, and the land-bank bonds issued against such 
mortgages must be retired to that extent. Here is involved the 
dijfference between an amortization payment and a sinking fund. 
The amortization when made is credited on the instrument itself, 
thereby reducing the face of the debt. The sinking fimd is kept 
separate and invested. If the investment of the smking fund is 
wise, it may pay off the debt even earlier than the amortization 

?ayment would do; but if unwise, the result may be the opposite, 
he amortization payment, being credited on the mortgage itself, 
there can be no uncertainty or question as to the amount By which 
the debt is reduced. When they are credited as each payment falls 
due, the debt must be wiped out at its maturity. 

This section also provides that the land-oank bonds must be 
retired as the amortization payments are made, and thereby the 
amount of national land-*bank bonds outstanding is always kept at a 
parity with the mortgages held as security for them. 

(5) That the mortgages held as security for national land-bank 
bonds shall be in the jomt possession of the bank and of the special 
official known as the Federal fiduciary agent and that the register 
of such mortgages shall be kept by the bank, but the entries therein 
can only be made with the approval of the Federal fiduciary agent. 
This provision is essential and throws the greatest safeguara around 
the operations of the bank. A specific Government agent is given 
joint possession with the bank of the mortgages securing the national 
land-bank bonds and is given control over the registry of such mort- 
gages. The necessity and wisdom of this provision are obvious, 
as this insures the most effective Government supervision over the 
operations of the farm-land banks and particularly of the securities 
on which the national land-bank bonds are based. 

(6) That no national land-bank bond shall be issued against anj 
mortgage running for less than five years. The reasons for this 
have been fully explained above. 

{d) The fourth specific power of the national farm-land bank is 
the power to use its capital, surplus, and deposits as a revolving 
funa for the temporary purchase and holding of first-mortgage 
loans. By this means the Dank is enabled to make the loans to the 
farmer and secure the mortgage and thereafter to issue its national 
land-bank bonds against the same. This provision gives the bank 
the working capital with which to conduct its operations. Moreover, 
the bank is authorized to use this same fund to buy in temporarily 
its national land-bank bonds, so as to maintain the price of the same. 

It is obvious that these national land-bank bonds will as a rule 
be held as j)ermanent investments. On the other hand, the investor 
may from time to time wish to dispose of one or more of such bonds. 
It will be essential that he be enabled to sell the same without diffi- 
culty if the price is to be maintained. Consequently the bank is 
allowed to purchase temporarily bonds offered for sale and subse- 
^[uently to sell them agam, thereby maintaining the market. This 
is a most important provision, for unless the market is maintained 
the bonds will undoubtedly depreciate in times of depression, and 
every market depreciation would ^result in injiu-ing the security and 
in making investors timid in regard to the same. 
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The capital, surplus, and deposits can also be loaned on short- 
term first mortgages not exceeding five years. The object of this 
is to enable the bank to take care of short-term mortgage credit. 
It is assumed that the great volume of such short-term mortgi^es, 
running for five years or less, would be disposed of by the bimk to 
local investors, but the very fact that the bank is authorized to 
make such short-term loans will tend to encourage their bein? taken up 
by local investors; and no system of farm-land banks wouki be com- 
plete which did not make provision for taking care of these short- 
term loans as well as of the long-term mortgage loans containing 
the amortization feature. The bank is prohibitea from permanently 
investing more than one-half of its capital and surplus in such short- 
term mortgage loans or in its national land-bank bonds, so as to 
prevent the tying up of all its resources in this way. It can, how- 
ever, invest the balance of its capital and surplus in interest-bearing 
securities, such as Government Donds, its own State bonds, and in 
any other security which may be approved by the commissioner of 
farm-land banks. 

(e) The fifth specific power of ^ the farm-land bank embraces the 
power to do an ordinary banking business to accommodate the 
ordinary banking requirements of the community to a limited 
extent; that is, as far as may be required by the limited volume of 
deposits which it is authorized to keep, namely, deposits to the extent 
of 50 per cent of its capital and surplus. 

Eacn bank is also authorized to deal in national land-bank bonds 
of other farm-land banks with its deposits. This will enable the bank 
with a large capital, located in a section where money is plentiful, to 
purchase and trade in the national land-bank bonds issued by banks 
m less favored sections, and thereby to maintain the market for its 
securities, and to use the funds available in one section of the country 
to meet the needs in other sections. 

The right to use its deposits in purchasing commercial and other 
short-term paper, and to rediscount the same with other banks, is a 
necessary incident to the power to take deposits to the limited extent 
provided. 

The commission believers that to a lar^e extent future develop- 
ment of rural banking will proceed along Tines of cooperation. We 
have therefore extended the powers of the proposed national farm- 
land banks, cooperative, so as to permit these institutions to do a 
full banking business, under the laws of the United States, exclu- 
sively for their own membership. This provision, were it enacted 
into law, will not confer the advantages of an unlimited federal 
charter but it will give great encouragement and opportunity to the 

fevelopment of cooperative business organization among farmers, 
t is presented by the commission as being the smallest advance 
which should be granted by the Federal Government at this moment 
to this new movement in the rural life of our Nation. 

SPECIFIC LIMITATIONS UPON FARM-LAND BANKS. 

There are contained in this bill four specific limitations imposed 
upon every national farm-land bank. Tnese are more particularly 
as follows: 

(a) The amount of national land-bank bonds that may be issued 
"ud outstanding at any one time must not exceed fifteen times the 

lital and accumulated surplus of the bank. 
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The whole theory of the farm-land bank is based upon a use of its 
credit rather than of its cash resources. The commercial bank does 
its business on the basis of its cash resources or of its deposits. It 
does not use its credit except to a very limited extent. As an illus- 
tration^ no national banking association is allowed to execute a pure 
contract of guaranty. But the farm-land bank primarily uses its 
credit rather than its cash resources, and consequently some limi- 
tation must be put upon this use of its credit. 

In Europe some of the land banks have been allowed to issue 
collateral trust bonds to the extent of twenty times their capital and 
surplus; Hbut the general trend is toward a reduction, and the best 
thought on the subject seems to indicate that fifteen times the capital 
and surplus wUl represent a fair amount of collateral trust bonds to 
be issued by the bank. This means that against the national land- 
bank bonds issued by the bank there are deposited in the joint custody 
of the bank and of the Federal fiduciary agent first jnortgages on farm 
lands at not to exceed 50 per cent of their appraised value to an 
amount equal to the face value of the national lana-bank bonds issued, 
and that the farm-land bank, in addition, holds in the shape of capital 
or surplus $1 in cash or in quick assets for every $15 of national land- 
bank bonds outstanding. 

(b) The chaises of administration imposed upon the borrower shall 
not exceed an annual charge of 1 per cent upon the amount unpaid 
on the loan. This limitation is in the interest of the farmer as a bor- 
rower. It fixes the charge which can be made by the bank for 
handling the loan at not exceeding 1 per cent of the loan. This 1 per 
cent is not 1 per cent of the original loan, but 1 per cent of the amount 
unpaid on the loan. As heretofore explained, this 1 per cent repre- 
sents the excess of interest charged the farmer over the rate of inter- 
est put by the bank on its national land-bank bonds. It mxist cover 
the entire profits of the bank in the transaction, though, of course, 
the amortization payment for the retirement of the principal of the 
debt is in addition to this amount. 

(c) The periodic payments by the borrower must be sufficient in all 
cases to pay the interest charge upon the loan, to cover the adminis- 
tration cnarge of the bank, and to include an amortization payment 
sufiicient to retire and pay off the amount of the principal borrowed 
at its maturity. If a farm-land bank can sell its 4 per cent national 
land-bank bonds at par, then the farmer wishing to borrow from the 
bank $1,000 can be charged by the bank the rate paid by it, namely, 
4 per cent plus 1 per cent to cover charges of administration and 
the profits of the bank plus an amount which will be sufficient to 
retire the loan at maturity. If the loan ran for 30 years, for illustra- 
tion, the payment of 1 per cent per year or less would be sufficient to 
pay off the principal within that time, and in the case suggested the 
farmer by paying $30 every 6 months would be able to pay the 
interest on the loan and wipe out the loan by the end of the 30 years. 
Every loan must provide for these three specific items — namely, inter- 
est, administration charges, and amortization payments. 

(d) The wisdom of the provision preventing the loan by a national 
farm-land bank upon its own stock or the stock of any other farm- 
land bank is evident. Such loans have been proven unwise in com- 
mercial banks. The necessity for prohibiting them in farm-land 
banking is even greater. Jjikewise, the limitation on the amount that 
can be loaned to any one individual follows the general provision con- 
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tained in the national banking act, except that the limitation is placed 
at 20 per cent of the capital and surplus with farm-land banks rather 
than 10 per cent, as with the national banking associations. The 
reason for this is suflBiciently obvious from the different kinds of busi- 
ness carried on by the two institutions and from the necessity of per- 
mitting a bank with $10;000 of capital to make a loan on real estate 
of at least $2,000. 

Eighth. This section is practically identical with that contained in 
the national banking act. 

HOLDINGS ON KEAL ESTATE. • 

Section 17 : This section is practically identical with the provisions 
contained in the national banking act, and it is particularly desirable 
that some such provision preventing large real-estate ownership by a 
bank whose principal business is lending on real estate should be 
enforced. 

EXEMPTION FROM TAXATION. 

Section 18: In so far as this section refers to the exemption of cap- 
ital stock and income, it is similar to the provision contained in tne 
Federal reserve act. The necessity for exempting the mortgages and 
deeds of trust held by the bank as security for its national land-bank 
bonds and for exempting from taxation these national land-bank bonds 
themselves has been fully dealt with in the general statement above. 
Taxes upon mortgages, deeds of trust, and other evidences of indebt- 
edness secured on real estate mean simply the payment of an increased 
rate of interest by the borrower, who already is taxed upon his land. 
It can not be expected that loans for farmers can be obtained on 
advantageous terms unless and until these evidences of debt are 
exempted from taxation, for the amount of the tax wiU unquestion- 
ably be evidenced by an increased interest rate, and the farmer who 
has paid his taxes on his farm must ultimately bear this additional 
burden unless the collateral is exempt. 

FEDERAL FIDUCIARY AGENT. 

Section 19: As heretofore stated, the Federal fiduciary agent pro- 
vided for in this act constitutes one of the most important methods 
of Government supervision and control of farm-land banks. This 
agent is the direct representative of the bureau of farm-land banks. 
His duties are, first, to certify to each national land-bank bond 
issued. In this respect he takes the place of the trustee under the 
railroad mortgage, who certifies to the bonds issued by the railroad, 
and his signature forms a guaranty to the investors that the bonds 
are what they purport to be. Second, he has joint possession and 
control with the bank of the mortgages and deeds of trust deposited 
to secure the national land-bank bond. By this means the Govern- 
ment assures to the investor that the mortgages held as security for 
the land-bank bond bought by him can not be destroyed or made 
away with, because they are in the possession and control of a Gov- 
ernment representative. Holding such joint possession and control, 
no change m the securitj^ for the national land-bank bond can be 
made without his consent in writing. Third, he has supervisory con- 
trol of the mortgage ledger, in which the statements of the mortgages 
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and deeds of trust are contained. This is necessarily an incidental 
power to his joint possession and control of the mortgages themselves, 
and is in the interest both of the borrower and the investor, as well 
as of the stockholder of the bank, whose stock would be liable in 
case any loss were sustained by the destruction of the mortgages 
held for the national land-bank bonds. 

It is provided that the Federal fiduciarv agent shall execute a bond 
and that his salary and expenses shall be paid by the bank under 
proper regulations. 

CAPITAL STOCK. 

Section 20: The shares are placed at $100 each except in the case 
of cooperative institutions, in which case they may be $25 each. 
Otherwise this section corresponds to the national banking act. 

Sections 21, 22, 23, 24, and 25 are exactly similar to corresponding 
sections in the national banking act and need no special explanation. 

Section 26 foUows the national banking act, except that the stock 
ownership of the directorate is placed at 5 shares instead of 10 shares. 

Sections 27, 28, 29, and 30 are similar to corresponding sections in 
the national banking act. 

Sections 31 and 32 are exactly similar to corresponding sections in 
the national banking act, and provide for double liability of stock- 
holders, thereby giving to the national land-bank bonds the security, 
not only of the mortgages or deeds of trust specifically deposited to 
seciu'e them, but also the security of the capital stocK of the bank, 
and in addition the double liability of the stockholders. 

Section 33 substantially follows the provisions of the corresponding 
section of the national banking act. 

PRIVILEGES GRANTED TO NATIONAL FARM-LAND BANKS. 

Section 34: To the consideration of this section the commission 
has devoted a very great deal of time and thought. 

The commission was very strongly impressed at the beginning of 
its deliberations with the view that in many particulars the problem 
of farm-land banking was a State problem, and it still believes that 
State legislation can be advantageously had along the line indicated 
in the bill herewith submitted. The difficulty, however, was, as 
stated above, the varying conditions and laws existing in the 48 
States of the Union, and the almost impossibility of securing uniform 
legislation in the various States and of securing legislation of any 
character in many of the States. In consequence, the commission 
was impressed with the necessity of authorizing the incorporation of 
farm-land banks under national law, if any improvement was to be 
secured for the farmer within a reasonable time. 

On the other hand, the commission has recognized that the States 
come in direct touch with the land and control taxation, methods of 
registration and conveyancing, exemptions, methods of foreclosure, 
etc., in regard to the land. In consequence, any act looking toward 
the incorporation of farm-land banks under national charter must be 
confronted with the difficulty of affecting in any way the State laws 
governing these matters. Consequently, it has seemed to the com- 
mission that it was verv important that parties proposing to organ- 
ize a national farm-land bank should understana and be assured in 
the beginning as to just what privileges would be accorded by the 
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Federal GoTernment to such national incorporations. MoreoTer, 
the (M>mmission has recognized that the privileges which the National 
Government might and should offer to such nationally incoiporated 
farm-land banks could advantageously be used as a means of calling 
to the attention of the residents of the various States the wisdom and 
necessity of improving methods of conveyancing and foreclosure, of 
abolishing taxation on mortgages, and of doin^ away with exemp- 
tions, which make it difficult and even impossible for the farmer to 
obtain loans, which he could readily secure if such exemptions did not 
exist or could be waived. 

Moreover, the commission, as above stated, recognized the neces- 
sity for impressing these national land-bank bonds with the stamp of 
approval as an investment for savings and trust funds, so that mey 
would immediately be accepted alon^ with, and as being in the class 
. with, the very best species of railroaa and industrial bonds. 

In consequence, in section 34 the bill provides that the national 
land-bank bonds <»n be received — 

First, As security for the deposit of postal savings funds in farm- 
land banks and in other banl^. It is claimed b;^ the commission 
that national land-bank bonds issued under tms act would be 
absolutely secure and would constitute an ideal security for postal 
savings tieposits. Thereby tiie postal savings deposits, accumulated 
to a large extent in urban centers, would be available for the devel- 
opment of rural communities. Such a provision at once places na- 
tional land-bank bonds in the highest class, because the present postal 
savings law requires tJfiat bonds deposited to secure postal savings 
deposits must be bonds supported by the taxing power. 

Second. These national land-bank bonds are made a legal invest- 
ment for funds accumulated in the saving-banks in the District of 
Columbia as weU as time deposits in national banks. The restric- 
tions surrounding the investment of funds in savings banks in this 
country have been so rigid and, as a rule, so carefully observed that 
to state the fact that a bond is accepted as a legal investment by 
saving banks impresses it at once as the very hi^est ^ade of 
security. These bonds, being in effect first-mortage bonds on real 
estate, are preeminently suitra for such investments, and in this way 
the savinss funds of the cities will be made available for the develop- 
ment of the coimtry. 

Third. These national land-bank bonds are made a legal investment 
for trtj^t funds and estates under chai^ of the United States courts. 

Fourth. They are made available as security for loans from na- 
tional banking associations either to farm-land banks or to indi- 
viduals under the provisions of section 24 of the Federal reserve act. 
Under that section national banking associations are allowed to lend 
not over 25 per cent of their capital stock and surplus or to one-third 
of its time deposits on the securitv of farm lands at not exceeding 
50 per cent ot the value of the farm land for not exceeding five 
years. In many sections this privilege extended to the national 
banks will not be exercised on account of the fact that the national 
bank frequently is situated in a city, r^note from the country dis- 
tricts. But if, m place of making the loan directly on the farm land, 
the national bank is allowed to lend the money to the farm-land 
bank or the individual on the security of national land-bank bonds, 
then it would seem that a great part of this available amount in the 
national banks could be reached by the farmers to meet their needs. 
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The foregoing four enumerated privileges are suggested by tlio 
conunission as being properly applicable to national land-bank bonds. 

In addition^ however, the conunission has believed that it would be 
wise to vest in the commissioner of farm-land banks the power to 
make general rules, with the approval of the Secretary of the Treas- 
ury, extending these privileges, or certain of them, only to farm- 
land banks in States which pass laws or regulations looking toward 
uniformity in several essential particulars, and looking toward a 
simplification of laws regarding land' titles. That is to say, the 
commission believes that the commissioner of farm-land oanks 
should be given the power to extend the privileges, or some of them, 
by general rules only to banks in those States which have done 
away with exemptions as regards farm-land loans, or to banks in 
those States which have simplified methods of registration, convey- 
ance, and foreclosure, or to banks in those States which have made 
national land-bank bonds available as a legal investment for the 
funds of savings banks operating in that State, or trust funds under 
the control of courts of the State, or as a legal investment for reserves 
of insurance companies operating under the laws of that State. 

It is believed that with this discretion vested in the commissioner 
of farm-land banks, exercised only with the approval of the Secretary 
of the Treasury, general rules can be promulgated from time to time 
which will be largely instrumental in securing uniformity of laws in 
the various States and in assuring the acceptance of these national 
land-bank bonds as a legal investment for the great accumulations 
of savings now existing m banl^ and in the reserves of the great 
insurance companies. If laws simplifying the registration of titles 
or conveyance of lands and the foreclosure of mortgages, abol- 
ishing taxation of mortgages, can be brought about in the various 
States, and if the national land-bank bonds can become a recognized 
and authorized investment for the funds accumulated in State 
savings banks, in the reserves of insurance companies, in the savings- 
bank departments of national banks, and in the postal savings 
banks, then the national land-bank bond will become a recognized 
security of the highest class and the farmer will have obtained 
access to the greatest accumulations of capital in the country, just 
as the big corporation or large merchant now has access to these 
or similar funds. 

Sections 35 and 36, touching examinations of banks and reports of 
their condition, are substantially the same as corresponding pro- 
visions in the national banking act. 

Section 37, regarding dividends, is substantially similar in its first 
part to the national banking act, except that dividends are pro- 
hibited, not only when they impair the capital, but when they reauce 
the capital and surplus to less than one-mteenth of the outstanding 
national land-bank bonds of the bank. Moreover, in the case of 
cooperative banks a special arrangement for the distribution of earn- 
ings is made which has been fully treated above in discussing section 
14, subdivision (1). 

Section 38 is substantially similar to the corresponding provisions 
of the national banking act. 

Section 39 provides for the appointment of an appraisement com- 
mittee, and requires the committee, composed of three directors, to 
appraise or cause to be appraised all farm land upon which loans 
are to be made, which appraisement shall be in writing, signed by a 
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majority of the committee. The appraisement shall contain a descrip- 
tion of the property, the value at which it is appraised, the value 
at which it is assessed, and other pertinent information; and no loan 
on any farm land can be made unless and until such appraisement 
has been made in writing and filed. It is hardly necessary to discuss 
the wisdom of this provision in handling real-estate loans. 

Section 40 provides that aU national farm-land banks shall, upon 
the request of the postal savings trustees, receive deposits of postal 
savings funds to the extent of one-half of their capital and surplus and 
pay interest thereon. 

The question has been raised before this commission as to whether 
the powers of the Federal Government embrace the power to estab- 
lish a system of farm-land banks. After some investigation, the 
commission is impressed with the view that the Government has this 
power, but it is strongly impressed with the view that no possible 
question can be raised as to the Government's right to create banks 
which shall act as depositories for funds controlled by it. Moreover, 
in case other banks should refuse to receive the postal savings deposits 
and pay the interest required thereon, then tne Government could 
force the farm-land banks to receive such deposits, paying therefor 
the interest required, and relieving the Government of any. possible 
danger of having to pay the interest chaises on these deposits in the 
future when it might not itself be a borrower and might have no 
need for these large accumulations. 

Section 41 provides that the limitation on the amount of deposits 
to be received by a farm-land bank (which prevents it from receiving 
deposits in excess of 50 per cent of its capital and surplus) shall not 
apply to postal savings deposits or other governmental deposits, or 
to State deposits. The farm-land banks can be required to take 

Eostal savings deposits to the extent of half their capital and surplus, 
ut they are authorized to take postal savings or governmental deposits 
and State deposits to an unhmited extent. 

The limitation on the amount of deposits which the farm-land 
bank should receive from individuals has been heretofore explained, 
and the reason for it is obvious. Farm-land banks should not com- 
pete with the commercial banks in getting deposits. They should 
not be allowed to receive an unlimited amount of ordinary deposits, 
because a sudden demand for such deposits would naturally embarrass 
an institution whose priQcipal loans run over a period of years. 

But the deposit of postal-savings funds is entirely different. While 
there are small fluctuations in tne volume of such deposits, it can 
be safely predicted that the volume will continue to iacrease when 
the credit of the Government is pledged to their repayment. These 

Eostal-savings funds are held by the Government in trust and have to 
e invested m some way or else deposited with some institution which 
can provide the interest. 

Secondly, it would seem pecuUarly fitting that these deposits should 
be placed with the farm-land banks, to meet the needs of which they 
are peculiarly adapted. Likewise with other Government deposits. 
The Government, controUing and supervising the farm-land banks, 
should be allowed to place with such oanks any deposits that it may 
wish to so place. It is reasonable to presume that, if the National 
Government wiQ place its funds with farm-land banks, the State gov- 
ernments will be wiUing to similarly place their time deposits, or some 
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of them, with such banks. It is provided in this section that the 
postal-savings deposits so placed with the bank, except the 5 per cent 
reserve required under the postal-savings act, may be invested in 
farm loans and may be secured bj the deposit of national land-bank 
bonds, and that the funds deposited by a State may be invested as 
proviaed by the laws of the State. Provisions for keeping proper 
reserves are inserted, following largely the provisions of the Federal 
reserve act. 

Section 42 : This section provides that, in case buildings form any 
part of the security of mortgage loans, they shall be insured, and that 
the insurance policies shall be properly assigned and provision made 
for the payment of the premiums. As a general measure of protec- 
tion, it IS provided that, in appraising property for loans, buildings 
and destructible property shall not be valued at more than 20 per 
cent of the total appraisement. The reason for this is that farm- 
land loans are, as herein outlined, loans for long terms, and should 
be based on indestructible property or the land. On the other 
hand, the land itself is frequently made more valuable bv the 
presence of the buildings necessary to its use, and such buildings 
should receive some consideration. By limiting the value of the 
buildings to 20 per cent of the appraised value, and by limiting the 
loans to 50 per cent of the appraised value, it will mean that the 
appraised value of the land alone will alwavs exceed the face of the 
mortgage, because the appraised value of tne land itself must be 80 
per cent of the total appraised value, and the loan must not exceed 
50 per cent of the total appraised value. 

Section 43 prohibits branch banks, but authorizes the maintenance 
of loan agencies throughout the State in which the bank is operated. 
The necessity and propriety of such loan agencies throughout the 
State, in order to enabfe the bank to lend its lunds, are apparent. 

Section 44 provides for the maintenance by a national farm-land 
bank, with^ the consent of the commissioner of farm-land banks, of 
sales agencies either within or without the State, to sell its national 
land-bank bonds. The necessity for this is apparent. 

Section 45 provides how the rate of interest to be charged the 
farmer is to be arrived at. That is to say, the farmer is to be charged 
an amount equal to the rate of interest to be borne by the national 
land-bank bonds, plus the administration charge of the bank (which 
can not exceed 1 per cent of the amount unpaid), plus the amortiza- 
tion pavment. This has been fully explained above, and it is pro- 
videa that the amount to be so paid periodically shall be set out in 
every mortga^, and shall not be changed during the term of the 
mortgage. This provision is in the interest of the borrower and of 
the investor. 

Section 46 provides that a borrower may pay off his indebtedness 
by presenting to the bank its national land-oank bonds of the same 
series as those issued against his mortgage. 

The farmer who has borrowed $1,000 on mortgage from a national 
farm-land bank has deUvered his mortgage to the bank, and the bank 
has issued a series of perhaps $100,000 of national land-bank bonds 
against his mortgage and other mor^ages. These national land-bank 
bonds have been sold to the general public. Thereafter the farmer 
comes into possession of certain money, and he finds an opportunity 
to buy some of the national land-bank bonds of this series at 98; he 

S. Poc. 380, 63-2 4 
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purchases these bomfe at 98 and presexxts them to the bank in settle*^ 
ment of hk ixidebtedikesa at par* IxiasDiueh as the amount of mortr- 
gaiges held hy the bank is of the par value of the aoOiOiULt of x^tloiks^ 
land-bank bonds outstanding; ^le bank ean lose nothinp by this 
transaction, because it reeeives $1/K)0 par value of its own lana-bai^ 
bonds of the same series in payment of a mortgage of $1^000; held as 
security for ti^ose bonds. Upon rec^ving its national land-bank 
bonds, it thereupon cancels the same, and likewise cancels and delivers 
up the $1,000 mortgage of ibe farmer. This provision encourages the 
farmer to buy the national land-bank bonds of that bank when 
they fait below par, because tl^eby he can pay off his mortgage at 
less than its f acev Such a provision will tend to maintain the market 
for the national iand-bank Ibonds. Likewise the bank itself can buy 
its bo^ds in the market^ cancel the same, and thereby release a 
proportionate part of the mortgages securing such issue, l^s like^ 
wise tends to encourage the b^ok to invest its surplus funds in its 
own national land-bank bonds, and tends to maintain the market. 
But all of these cancellations of mortgages securing land-bank bonds 
nuLst be made with the constat of the Federal fiduciary agents While 
the bank can buy its bonds on the market on the best terms possible, 
it can not coS national land-bank bonds for payment at less than par. 
Section 47 provides that the bank shall immediately discharge the 
lien of a mortgage whenever payment of the same is made^ The 
propriety of this requirement is oovious. 

Section 48 gives to the commissioner of farm-land banks the power 
to establish general rules and regulations prescribing the methods of 
carrving out the necessary incidents of the business of farm-land 
banning. It gives him general power to supervise all national farm- 
land banks, and to prescribe rules and regulations for their conduct 
where the same are not provided under the act. 

Section 49 similarly gives him general powers regarding the organi- 
zation and operation of national farm-land banks- 
Section 50 follows the general provisions of the similar provisions 
in the Federal reserve act, covermg violations of law. 

Section 51 repeals all acts or parts of acts inconsistent with tliis act. 

Duncan U. Fletcher^ Chnirman. 

Thomas P. Gore. 
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SUGGESTED LEGISLATION. 

[Seo pages 27 and 34 for review of bill.] 



A BILL To provide for the establishment, operation, and supervision 
of a national farm-land bank system in the United States of America, 
for the creation of depositaries for postal savings and other public 
funds, and for other purposes. 

Be it enacted hy the Senate and House of Representatives 
of the United States of America in Congress assembled, 
That the short title of this act shall be ' 'National farm- short title of 

. . 1 1 ... this act. 

land bank act. 

Sec. 2. That there shall be in the Department of the laSfb^s!^"""' 
Treasury a bureau charged with the execution of all laws 
passed by Congress relating to the creation and supervi- 
sion of farm-land banks, the chief officer of which bureau 
shall be known as the commissioner of farm-land banks, commissioner. 
and shall perform his duties under the general direction 
of the Secretary of the Treasury. 

Sec. 3. That the commissioner of farm-land banks shall and term ofofflce* 
be appointed by the President, bv and with the advice 
and consent of the Senate, and shall hold office for the 
term of five years, unless sooner removed by the Presi- 
dent upon reasons to be communicated by him to the 
Senate; and he shall be entitled to a salary of $6,000 a 
year. 

The commissioner of farm-land banks shall, within osth and bond, 
fifteen days of notice of his appointment, take and sub- 
scribe the oath of office, and he shall give to the United 
States a bond in the penalty of $50,000, with surety or 
sureties to be approved by the Secretary of the Treasury, 
conditioned for tne faithful discharge oi the duties of ms 
office. 

Sec. 4. That the Secretary of the Treasury, at the re- n^^^^, ^^' 
quest of the commissioner of farm-land banks, may ap- 
point one deputy commissioner, who shall be entitled to 
a salary of $3,500 per year, and who shall possess such 
powers and perform such duties under the commissioner 
as he shall direct. During a vacancy in the office of the 
commissioner, or during his absence or inability, the 
deputy commissioner shall possess the powers and per- 
form the duties attached by law to the office of the com- 
missioner. The deputy conmiissioner shall take the oath 
of office, and shall give a like bond in the penalty of 
$30,000. 

Sec. 5. That the commissioner of farm-land banks shall ^**^ 
adopt a seal of office to be approved by the Secretary of 
the Treasury, a description of which seal, together with an 
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impression thereof and a certificate of approval thereof 
signed by the Secretary of the Treasury, shall be filed in 
the office of the Secretary of State. 
Rooms. gE(. 5^ That there shall be assigned from time to time 

to the commissioner of farm-land banks by the Secretary 
of the Treasury rooms for conducting the business of the 
bureau of farm-land banks^ containing safe and secure 
fireproof vaults in which the commissioner shall keep all 
original articles of association and other valuable docu- 
ments and things belonging to his department; and the 
commissioner shall from time to time furnish the neces- 
sary furniture, stationery, and other proper conveniences 
for the transaction of the business of nis office. 



Clerks. 



The commissioner shall employ from time to time the 

necessary clerks, to be appomted and classified by the 

Secretary of the Treasury, to discharge such duties as the 

commissioner shall direct. 

ia]^*b^.'™" Sec. 7. That it shall not be lawful for the commissioner 

or deputy commissioner, or for any clerk employed in the 
bureau of farm-land banks, either directly or mcfirectly, to 
be interested in any farm-land bank formed pursuant to 
the provisions of tms act. 
of^ u!e"USS£ S®^- ^' That the commissioner shall make an annual 
sioner. report to Congress at the commencement of its session, 

exnibiting: 

First. A summary of the state and condition of every 
farm-land bank from which reports have been received 
during the preceduig year, at tne several dates to which 
such reports refer, with an abstract of the whole ^amount 
of mortgages or deeds of trust held by them and collateral 
trust bonds (hereinafter described as national land-bank 
bonds) issued by them, the whole amount of their other 
assets and liabilities, the amount of their capital stock, 
and such other information in relation to such companies 
as in hia judgment may be useful or as may be requested 
by Congress. 

Second. A statement of the companies whose business 
has been closed during the year, with the amount of their 
mortgages or deeds of trust and of their national land- 
bank bonds redeemed and the amount outstanding. 

Third. Any other information which he may deem 
desirable to present and such special information as may 
be called for by Congress. 

Fourth. The names and compensation of the clerks em- 
ployed by him, and the whole amount of the expenses of 
the bureau of farm-land banks during the year, together 
with a full and complete list of all officers, agents, clerl^, 
and other employees of his office, including examiners, 
receivers, and attorneys for receivers, and clerks em- 
ployed by them, or any other person connected with the 
work of said bureau in Washmgton or elsewhere whose 
salary or compensation is paid from the Treasury of the 
United States or assessed against or collected from exist- 
ing or failed companies under supervision or control. 
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When the annual report provided for m the last sec- repoJ?.^^"^ ^^ ^^^ 
tion is completed, or wnile it is in process of completion 
if thereby the business may be sooner dispatched, the 
work of printing shall be commenced under the superin- 
tendence of the Secretary of the Treasury, and the whole 
shall be printed and ready for delivery on or before the 
first day of December next after the close of the fiscal 
year to which the report relates. There shall be printed 
not to exceed ten thousand copies; one thousand for the 
Senate, two thousand for the House, and the remainder 
for distribution bj the commissioner. 

Sec. 9. That within ninety days after the approval of ^^^"^^1^. 
this act, or as soon thereafter as may be, the Secretary of in w days, 
the Treasury shall formulate and adopt the plans, rules, 
and regulations governing the operations of the bureau 
of farm-land banks, in accordance with this act, which 
plans, rules, and regulations shall be enforced by the said 
commissioner of farm-land banks. 

POWERS OF COMMISSIONER OF FARM-LAND BANKS. 

Sec. 10. That the commissioner of farm-land banks of^2^S*faiml 
is authorized and empowered upon proper application to land banks, 
issue charters or certificates of incorporation for the es- 
tablishment of national farm-land banks as herein pro- 
vided for; and to exercise supervision and control over, 
and make examinations of, all of the national farm-land 
banks estabhshed under this act, under such general rules 
and regulations as may be provided; and to withdraw or 
forfeit such charters or Uguidate such banks whenever 
necessary, in accordance with rules to be provided, sub- 

{ect in all respects to the requirements and provisions 
lerein contained. 

Sec. 11. That the said commissioner of farm-land i^^"^g|^'^y 
banks is hereby authorized, by general rules and regula- withhold privi- 
tions to be approved by the Secretary of the Treasury, herlunderf^''*"'* 
applicable aUke to all tne national farm-land banks or- 
ganized hereunder, to specify the conditions under which 
the privileges herein authorized to be granted to all said 
national farm-land banks shall be extended to such 
banks; and particularly to provide for the extension of 
such privileges only to national farm-land banks operat- 
iiig in those States which, by the passage of suitable laws, 
have met the requirements of the said commissioner of 
farm-land banks (1) as to the simplification of land-title gj^^^^^^^ *^"^ 
I'egistration and conveyancing, (2; as to the simplifica- (2) Mortgages 
tion, promptness, and economy of methods of securing simpufled. ^"^"^ 
farm-land loans and of foreclosing the same, and as to 
other matters as more fully set out in section 34 of this 
^t. And the said commissioner of farm-land banks 
shall, by like general rules and regulations to be approved 
by the Secretarv of the Treasury, have the power to spec- fy^^^^^ *® ^^^^' 
ly the time wnen such rules and regulations or certain 
of them shall go into effect, and the time within which 
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such conditions or certain of them must be compUed with, 
time.^ ^ ^'^^^^ ^^^ *^ extend such time, and to withhold such privileges 

or certain of them from the national farm-land banks 
operating in any State failing to comply with the required 
provisions and regulations, until the same are fully com- 
plied with. 
tabiTsThow p?^ Sec.^ 12. That the commissioner of farm-land banks, by 
pared.' and with the approval of the Secretary of the Treasury, 

shall from time to time prepare and pubhsh amortization 
tables, covering periods of from six to tlurty-five years, at 
varying rates of interest, to meet all the requirements of 
the banks organized hereunder. Such tables shall be 
adopted and used by all of such banks as the basis of all 
repayments of long-term mortgage loans herein provided 
for. 

Incorporation of National Farm-Land Banks. 

laDd^baSk ^m^y' ^^^' ^^' "^^^^ ^^^^ associatious for Carrying on the busi- 
be formed by any ncss of farm-land banking under this act may be formed 
10 persons. by any number of natural persons, not less in any case 

than ten. Thej^ shall enter into articles of association, 
which shall specify in general terms the object for which 
the association is formed, and may contain any other pro- 
visions not inconsistent with law which the association 
may see fit to adopt for the regulation of its business and 
the conduct of its affairs. These articles shall be signed 
by the persons uniting to form the association, and a copy 
of them shall be forwarded to the commissioner of farm- 
land banks to be filed and preserved in his office. 

Jnm^^tSl^ . ^^^' 1^- "^^^^ til® persons uniting to form such a na- 
ify. tional farm-land bank shall, under their hands, make an 

organization certificate, which shall specifically state: 
p^i^rst. The First. The name assumed by such association. The 
words '* national farm-land bank'' shall be apart of the 
title of every, such institution, and these words shall not 
be used by any institution other than those incorporated 
under this act: Provided^ however, That if the persons 
uniting to form such a national farm-land bank shall 

banks.^*'**^^^ ^^^ ^^ ^PP^J Cooperative principles in the formation 

and management of the same, the words ''national 
farm-land bank, cooperative," shall be apart of the title; 
and the word ''cooperative" shall not be used by any 
national farm-land bank other than those which accept 
the following principles and provide in their by-law« 
that — 
stock owner. (^) j^q stockholder shall own more than ten per centum 

of the share capital at any time. 
Voting. (J) ^j^ gji meetings of the stockholders of such bank- 

ing corporation each stockholder shall have one vote and 
only one on all matters pertaining to the organization or 
management of the institution, irrespective of the num- 
ber of shares of stock owned by such stockholder. 



name. 
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(c) The net earnings of such banking corporation avail- i>i'^<*«»ids. 
able and set aside for the payment of interest and divi- 
dends shall be distributed as follows : 

To each owner of stock of such corporation may first 
be paid a dividend in the form of interest upon the par 
value of the shares of stock owned by such owner of 
stock, computed at the rate of interest generally prevail- 
ing in the community where such bank is located, out not 
exceeding the legal rate of interest in the State where 
such banking corporation is situated, if said earnings are 
sufficient for that purpose; otherwise, to be paid to each 
owner of such stock pro rata computed upon the par 
value of such stock. The balance of such net earnings, 
if any, shall be distributed among the patrons of such 
bankmg corporation in proportion to the amount of busi- 
ness transacted with such bank: Provided, however , That 
in such distribution the share-owning patrons may, if 
approved by a two-thirds vote, take dividends at a rate 
twice as great as that paid to the non-share-owning 
patrons. 

(d) The shares of stock of such national farm-land ^^^ ^i"® °' 
banks, cooperative, may be of the par value of $25 each. 

(e) In all other respects such national farm-land ferences*^®^ ^^' 
banks, cooperative, shall conform to and be governed 

by the general laws as herein provided. 

The words '* national farm-land bank" or '^national 
farm-land bank, cooperative,'' shall be prefixed by such 
descriptive title or name as the appHcants may indi- 
cate, subject to the approval of the commissioner of farm- 
land banks. Each said national farm-land bank shall be 
designated by an oflScial nurdber provided by the com- ^e?.^^*^ ""™' 
missioner of farm-land banks. 

Second. The State in which the operations of such gtete^^iSreblnk 
national farm-land banks are to be carried on, and the wui operate and 

fjlace in said State where its principal office is to be ^^ ^^^^ ^^^' 
ocated, which place may be changed from time to time 
upon the request of sucn national farm-land bank, with 
the approval of the commissioner of farm-land banks. 

Third. The amount of capital stock, and the number of of^^teiitoctf^* 
shares into which the same is to be divided: Provided, 
That such capital stock shall in no case be less than Minimum. 
$10,000: And provided further, That such capital stock 
may be increased or decreased from time to time, subject ^^^^* a^to}^ 
to the approval of the commissioner of farm-land banks, stock, 
but at no time to be less than the minimum herein set 
forth. 

Fourth. The names, and places of residence of the ^^<>J^^g^^^^ 
shareholders, and the number of shares held by each of shareholders, 
them. 

Fifth. The fact that the certificate is made to enable ofSflca^e."^"^ 
such persons to avail themselves of the advantages of 
this act. 

Sec. 15. That the organization certificate shall be certifl«t?.*****^° 
acknowledged before a judge of some court of record, or How acknowi- 
before a notary public, and shall be, together with the ^^^^^' 
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Authenticated, acknowledgment thereto, authenticated by the seal of 
such court or notary public, transmitted to the commis- 

Recorded. siouer of farm-land banks, who shall record and carefully 
preserve the same in his office. 

PowEBS AND Limitations of National Farm-Land 

Banks. 

general powers. 

of^atiSnaJ^fwm- ^^^' \^' "^^^ upou duly making and filing the articles of 
land banks effect association and an organization certificate, the associa- 
*^^°' tion shall become, as from the date of the execution of 

its organization certificate, a body corporate; and as 
such, and in the name designated in the organization cer- 
General powers, tificate, shall havc power: 
as^^** ^^ *^°^* First. To adopt and use a corporate seal. 
Second. Tocon- Sccoud. To havc succcssiou for the period of fifty years 
unteM dussoive^.^ from its Organization, unless it is sooner dissolved accord- 
ing to the provisions of its articles of association or by 
the act of its shareholders owning two-thirds of its capital 
stock; except that, in the case of cooperative farm-land 
banks, a vote of two-thirds of the stockholders shall be 
Forfeited. ncccssary, or unless its franchise becomes forfeited by 
some violation of law: Provided, That the charters of all 
national farm-land banks shall be at all times subject to 
Amended. change, amendment, or repeal under general laws enacted 
by Congress: Provided, That no such change, amendment, 
if^i^!looo^lS®*^" or repeal shall in any way affect the rights of the creditors 

of such national farm-land banks. 
^^™rd. To con- Third. To make contracts. 

Fourth. To sue Fourth. To suc and be sued, complain and defend in 
and be sued. ^ court of law and equity as fully as natural persons. 
^^EilSLT^/iffi* Fifth. To elect or appoint not less than five nor more 

directors ana om- . ^^ . ^\ i •- i i j» t a j 

cers. than nme du-ectors, and by its board of directors to ap- 

point a president, vice-president, and other officers, to 
define their duties, require bonds of them, and fix the 

office™ ^^^ ®' penalty thereof, dismiss such officei-s or any of them at 

pleasure, and appoint others to fill their places : Provided, 

aryageS not un- ^hat the officer n fiduciary agent 

der their control, shall uot bc subjcct to rcmoval bv the board of directors 

or officers of said bank, but shall be subject to removal 
only by the commissioner of farm-land banks. 

by-laws". ^^™*^* otxth. To prescribe by-laws not inconsistent with law, 

regulating the manner in which its stock shall be trans- 
ferred, its directors shall be elected or appointed, its 
officers elected or appointed, its property transferred, its 
general business conducted, and the privileges granted to 
it by law exercised and enjoyed, except that in the case of 
cooperative farm-land banks the by-laws shall be ap- 
proved by two-thirds of the stockholdera before being 
adopted and put into effect. 

exwSS^^iidden- Seventh. To exercise by its board of directors or duly 

tai powers. authorized officers or agents, subject to law, all such in- 
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cideatal powers as shall be necessary to carry on the 
business of farm-land banking: Provided, That tne powers Promw. 
of such association shall include the following speciEc 
powers and shall be subject to the following speciiic 
restrictions: 

A. 8PECIFI0 POWEB8. 

Every national farm-land bank shall have the following specific powers. 
specific powers: 

(a) To accept and pay interest on deposits to an ^^^^'^^^ ''®^®^^® 
amount not exceeding nfty per centum of the amoimt of 
its combined paid-up capital and surplus; to receive de- 
posits of postal jsavmgs funds to the same extent and to 
pay interest thereon at the rate required of other banks 
receiving such deposits. The trustees of the Postal 
Savings System are hereby authorized and empowered 
to select national farm-land banks as depositories for 
such funds, which banks, when required by the Secre- 
tary of the Treasury, snail act as JSscal agent of the 
Umted States. 

(B) To make loans upon farm lands anywhere within ^^^J^^^H^^^gJ 
the State in which such national farm-land bank is op- state: Provided. 
erated: Provided, 

(1) That such loans are made for not more than thirty- j^^\am^at% 
five years. year*. 

(2) That such loans are secured by a first mortgage or ^J^Ll^^ «*; 
iirst deed of trust on farm lands. mortgage. 

(3) That such loans shall be made for any of the fol- i^U"^"^^ °' 
lowing purposes: 

(a) To complete the purchase of the agricultural lands 
mortgaged. 

(J) To improve and equip such lands for agricultural 
purposes. 

(c) To pay and discharge debts secured by mortgages 
or deeds of trust on said lands. 

(4) That such loans do not exceed fifty per centum in .^^i\^^°^ ^^ 

...I *. 1* % *^ S 11 . I ted to 50 per cent 

amount m the case of miproved farm lands, and do not of improved and 
exceed forty per centum in amount in other cases, of the imp^?" ^f ^ 
value of the said lands; to be determined by an appraisal, ^*^^s- 
as provided in this act. 

(5) That every such farm-land loan contain a manda- ^^ .^<^^^ ?^^ 

. ••^aT- x'^- # t t 1 contain provision 

tory provision for tne amortization of such loan, or reduc- foramoruiatian. 
tion of the same by annual or semiannual payments on 
account of principal : Provided, That the loan extends over ptovUo, 
a period exceeding five years. 

(6) That every such loan may be paid off in whole or t^^*^^*^ .gj 
in part by the borrower, in accordance with rules to be five years. 
prescribed by the commissioner of farm-land banks, at 

any interest period, after such loan has continu^ for five 
years, by the payment of the whole or apart of such loan, 
with interest to such date, after creditmg the amortiza- 
tion pavments on the same as and when they were made. 

(c) To issue, sell, and trade in its own collateral trust J^l 'SLdTfi* lu 
bonds which shall be known and described as ''national national land- 
land-bank bonds '* secured by the deposit, as elsewhere ***^ ^'^^' 
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herein provided, of jBrst mortgages or first deeds of trust 
(and oi notes or bonds secured thereby), in an amount 
equal at least to the face value of the national land-bank 
bonds so issued and sold by the said bank: Provided, 
onintS^teto (1) That the rate of interest upon the farm-land loans 
formers. evidenced by the mortgages or deeds of trust held by the 

bank as security for its own national land-bank bonds 

shall not exceed the rate of interest paid on such national 

land-bank bonds by more than one per centum annually 

upon the amount unpaid on the loan, which said one per 

centum shall cover all charges of administration. 

ii^d^.b^*^bondl .(2) That all national land-bank bonds issued by the 

subject to cau at said bank shall be payable on a date specified and shall 

^^' be subject to call at par, at any interest period, after the 

date 01 issue, or after a specified time, by such proper notice 
and advertisement as may be provided by the commis- 
sioner of farm-land banks. 
iaid.blnkV'!)nds C^) That such national land-bank bonds shall be 
seciu-ed by at always protected by the deposit, as security therefor, of 
a^mount^of Xm at Icast au cqual amount in face value of first mortgage or 
loans. gpg^ ^jgg^ qJ trust farm loans (and of notes or bonds secured 

thereby), maturing not less tnan five years after their date. 
iaid-Si2k^bondJ ^^^ That as the amortization pavments are credited 
to be retired as upon the first mortgage or first deed of trust farm loans 
ffihem^epSdSO deposited as security, the national land-bank bonds 
°^ issued by the bank and secured thereby shall be called 

and paid, or purchased in the open market and retired, 
to the extent of the credits made upon such first mort- 
gage or first deed of trust farm loans held as security for 
the same, under rules and regulations made by the com- 
missioner of farm-land banks. 
^gUSn'^na: (5) That the first mortgage or first deed of trust farm 
b "d^hddl'taS^'^^^^^. ^^^^ ^^® notes and bonds secured thereby) held as 
bybMikand Fe<? sccurity forsuch national land-bank bonds shall at all times 
a^t^^^^^^^ be in the joint possession and under the joint control of the 

said bant ana of the Federal fiduciary agent hereinafter 
teJ^how^ept?^" providcd for, and that a register of sucn &st mortgages or 

first deeds of trust shall be at all times kept by the bank, 
entries or cancellations in which shall only be made with 
the approval in writing of such Federal fiduciary agent. 

la^d^^k'b^d^ ^^^ That no nation^ land-bank bond shall be issued 
bMedonflve^ye^ against any mortgage, deed of trust (or notes or bonds 
loans. secured thereby) which falls due earlier than five years 

after its date. 
tailnd smpi^M (^) To use its Capital stock, surplus, and deposits as a 
revolving fund, revolving fimd for the temporary purchase or nolding of 

such first mortgage or first deed of trust farm loans; or to 
use the same for tne purpose of buying in its national land- 
bank bonds and of holding them temporarily, so as to 
maintain the price of the same; or to loan its capital and 
surplus on first mortgages or first deeds of trust for a 
period not exceeding five years: Provided, That not to 
exceed fifty per centum of such capital and surplus may 
be permanently invested in such national-land-bank 
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bonds and in first mortgage or first deed-of-trust farm 
loans, and the remainder of the capital and surplus can be 

Eermanently invested only in Umted States Grovemment 
onds, in the bonds of the State in which such bank is 
operating, or in such other securities as may be author- 
ized by the commissioner of farm-land banks. 

(e) To buy and sell gold and silver coin and bullion ; erii b^Sg^S 
to collect notes, drafts, and bills of exchange; to discount ness as regards its 
commercial and other short-term paper and deal in p^tore. ^ *" 
national land-bank bonds of other farm-land banks with 
its deposits; to keep reciprocal accounts with other banks; 
to rediscount its commercial and other short-term paper 
with other banks; and to carry on a general banking busi- 
ness so far as its current deposits are concerned: Provided, 
That such deposits do not exceed fifty per centum of its 
capital and surplus, except as elsewhere heren specified. 
Providedf however, That farm-land banks, cooperative, 
may for and with their stockholders also do and transact 
the busmess now possessed and exercised by national 
banks under the laws of the United States, under such 
rules and regulations as may be prescribed by the com- 
missioner of farm-land banks. 

B. SPECIFIC LIMITATIONS. 

Every national farm-land bank shall be subject to the tio^?*''^'' ^'°^*^ 
following specific limitations : 

(a) The amount of national land-bank bonds that may ian^.ba4**bonds 
be issued and outstanding at any one time by such na- must not exceed 
tional farm-land bank shall not exceed fifteen tunes its it^nd^^i^^ 
capital and accumulated surplus. 

Xi) The charges of administration imposed by such ^jQ<^>g^^^^^ 
national farm-land bank upon the borrower for handling not exceed i per 
such loan shall not in eacli instance exceed an annual^"*® ^^^' 
charge of one per centum upon the amount unpaid on the 
loan. 

(c) The payments to be made annually, or semiannu-p^^*)^^^®^^^^^^ 
ally, by the borrower shall in all cases be sufficient to i)ay sufficient in 
the interest charge upon the loan, the administration^^ ^char^ 
charges of the bank, and an amortization payment suffi-^^^**^**^*^**- 
cient to retire and pay off the amount of the principal 
borrowed (as evidenced by the face of said first mortgage 

or first deed of trust and the notes or bonds secured 
thereby), at its maturity. 

(d) No national farm-land bank shall at any time loan st^.^**^°"^^ 
any money upon the faith or credit, or upon the assign- 
ment, of its own stock, or of the stock of any other na- 
tional farm-land bank ; nor shall any national farm-land 

bank loan to, or on the credit of any one individual or 
institution, either on the security of land or on any other No sii^ie loan 
security, an amoimt in excess of twenty per centum of cent^^ capSS 
the sum of its then paid-in capital and surplus. and surplus. 

Eighth. But no national farm-land bank shall transact tr^wt^Ao b^^ 
any business except such as is incidental and necessarily ing^sin^ untu 
prelimhiary to its organization until it has been author- ^ ^^ ' 
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ized to cammencc business by the commissioner of farm* 
land banks. 

Holdings of Real Estate. 

tatema te^hefd" ^^^' ^^' That a nationalfarm-land bank may pupchase^ 
*^ hold, and convey real estate for the following purposes 

and for no others: 

biukitogi ^^'^^ Firet- Such as shall be necessary for its immediate 

accommodation in the transaction of its business. 

ga^propSrt/*' Scfcond. Sudi as shall be mortgaged to it by way of 

security for loans made by it; as elteewhere herein pro- 
vided, 

^I.}LlL?iJ^??^ Third. Such as shaU be conveyed to it in satisfaction of 

conveyoa to it for . - , , . -i • . v •'^ i • i t» 

debt. debts contracted m the course of busmess deaungs. 

pu^h^d uSSe? Fourth. Such as it shall purchase at sale imder iudg- 
Judgments or fore- ments, dccpecs, or mortgages or deeds of trust, held by 
cure dPebte'duett' the bank, or shaU purchase to secure debts due to it. 

be^^dL^»? oi ^^^ ^^ ^^^^ bank shall hold the title and possession of 
within five years, any real estate conveyed to or purchased by it to secure 

any debts due to it for a longer period than five years. 

Exemption from Taxation. 

ti^ ®^®™P" Sec. 18. That every national farm-land bank incorpo- 
rated under the terms of this act and the capital stock 
and surplus therein and the income derived therefrom 
and the mortgages and deeds of trust (and the notes and 
bonds securea thereby) held by said bank and the national 
land-bank bonds issued by the same sliail be exempt 
from Federal, State, and local taxation, except in respect 
to taxes upon real estate. 

Federal Fiduciary Agent. 

ci£^y^S?nt. ^^^' ^^^' ^^' '^^^^ ^^^® commissioner of farm-land banks 

shall at the time of organization of each national farm- 
land bank designate some individual who is not an ofiRcer 
or director of the bank, and who is not objectionable to the 
directors of the bank, as a '* Federal fiduciary agent" for 
that bank, who shall also be the representative of the 
bureau of farm-land banks. As sucn Federal fiduciary 
powers and du- aceut he shall have the following powers and perform the 

following duties : 
tify Sdi^IrtiS First. He shall certify to each national land-bank bond 
land-bank bond, issucd by the Said bank, and no national land-bank bond 

issued without his signatare shall be binding upon the said 
bank. 
havTjdnt p^s(i- Secoud . He shall have joint possession and control with 
sion with baiik of the bank of the mortgages ana deeds of trust (and of the 
S?M^rfl^^ notes and bonds secured thereby) which are deposited 
bMik bonds. ^g gecuritv for the national land-bMik bonds issued by the 
^jJ^j^g^^0EHm(^bank, and no mortgage or deed of trust (or note or bond 



gagm except with secured thereby) so placed in the joint possession of him- 
o^nt. self and the said bank shall be withdrawn or changed or 
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Must 

entries 



have any credit made thereon except by and with his con- 
sent in writing. 

TTiird. He shall have the supervisory control of all^^jj.^(*- _ 

entries in the mortgage ledger kept by the bank^ ^\F^ mortgage 
which ledger shall be kept a detailed statement of each ^^^' 
issue of national land-bank bonds made by the bank, jJ^JJJJJt*^ 
and of all the mortgages or deeds of trust (and notes or tain. 
bonds secured thereby) held by the bank and himself 
jointly, to secure the national land-bank bonds of the 
bank, as well as such other information as may be re- 
quired by the bureau of farm-land banks. And no entry ^p^^^i of^iS^ 
snail be made in the said mortgage ledger indicating tries in writing. 
either the deposit of mortgages or deras of trust, the with- 
drawal or substitution of mortgages or deeds of trust, or 
credits on mortgages or deeds of trust so held by the 
bank, except by and with his approval in writing, which 
approval may he si^ified by signing his name on the g^^f^^, °^" 
mar^ of the page in the mortgage ledger where such 
entries are made. 

Fourth* He shall execute such bond with such security fourth. Bond, 
as may be required by the commissioner of farm-land 
banks. The salary and expenses of said Federal fiduci- ^^^ *°^ *^' 
ary agent shall be fixed by the joint agreement of the 
bank and of the commissioner of farm-4and banks and 
shall be paid by the national farm-land bank with which 
he is acting. 

Capital Stock. 

Sec. 20. That the shares of stock of each national farm- a5d****^'o u^ 
land bank shaJl be of the par value of SlOO each, and each power. 
stockhold^ shall be entitled to one vote for each share of 
stock standing in his name: Provided, however, That in 
the case of national farm-land banks, cooperative, each 
stockholder shall be entitled to one vote and only one, 
and the shares of stock may be of the par value of $25 
each. Shareholders may vote by proxies duly author- 
ized in writing; but no officer, clerk, or employee of such 
bank shall act as proxy, and no shareholder whose liabil- 
ity is past due or unpaid shall be allowed to vote. Any 
national farm-land bank may, in its by-laws, authorize 
cumulative voting for directors. 

Sec. 21. Thatatleastfiftypercentamofthecajpitdstock^^^^ <>» 
of every national farm-land bank shall be paid m before 
it shall be authorized to do business, and the remainder 
of the capital stock of said bank shall be paid in, in install- 
ments of at least ten per centum each on the whole amount 
of the capital, as frequently as one installment before the 
end of each succeeding month from the time it shall be au- 
thorized b^r the commissioner of farm-land banks to com- 
mence business, and the payment of each installment 
shall be certified to the commissioner of farm-land banks, 
under oath, by the president or cashier of the bank. 

Skc. 22. That whenever any shareholder or his assignee j,to °khVi d*e?s^ 
fails to pay any installment on the stock when the same liability. 
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is reqiiired by the preceding section to be paid, the direc- 
tors of such bank may sell the stock of such delinquent 
shareholder at public auction, having given three weeks' 
previous notice thereof in a newspaper of general circula- 
tion published in the city or county where the bank is 
located (or if no newspaper is published in said city or 
county, then in a newspaper published nearest thereto), 
to any person who will pay the highest price therefor, to 
be not less than the amount due thereon, with the ex- 
penses of advertisement and sale; and the excess, if any, 
shall be paid to the delinquent shareholder. If no bidder 
can be found who will pay for such stock the amount due 
thereon to the association and the cost of advertisement 
and sale, the amount previously paid shall be forfeited 
to the association, and such stock shall be sold as the 
directors may order, within six months from the time 
of such forfeiture; and if not sold, it shall be canceled 
and deducted from the capital stock of the association. 
If any such cancellation and reduction shall reduce the 
capital of the association below the minimum of the cap- 
ital required by law, or below one-fifteenth of its outstand- 
ing national land-bank bonds, the capital stock shall, 
within thirty days from the date of such cancellation, be 
increased to the required amount, in default of which a 
receiver may be appointed, according to the provisions 
of section fifty-two liundred and thirty-four of the Re- 
vised Statutes, so far as it may be appUed hereto, to close 
up the business of such bank. 

^jncrease of cap- §^0. 23. That any bank formed under this act may, by 

its articles of association, provide for an increase of its 
capital from time to time, as may be deemed expedient, 
subject to the limitations of this act. But the maximum 
of such increase to be provided in the articles ot associa- 
tion shall be approved by the commissioner of farm-land 
banks; and no mcrease of capital shall be valid imtil the 
total amount of such increase is paid in and until notice 
thereof has been transmitted to tne commissioner of farm- 
land banks, who shall thereupon issue to such bank his 
certificate, specifving the amount of such increase of 
capital stock, with his approval thereof, and after it has 
been duly paid in it shall be treated as part qf the capital 
stock of such association. 

capu^fstick. "^ Sec. 24. That any bank formed under this act may, by 

the vote of shareholders owning two-thirds of its capital 
stock, or in the case of national farm-land banks, coopera- 
tive, by the vote of two-thirds of the stockholders, reduce 
its capital to any sum not below the amount required by 
this act to authorize the formation of such a bank: but no 
such reduction shall be allowed which will reduce tne capi- 
tal and surplus of the association below one-fifteenth of its 
outstanding national land-bank bonds as hereiu provided; 
nor shall any such reduction be made until the amount of 
the proposea reduction has been reported to and approved 
by the commissioner of farm land banks. 



AGBIOULTUEAL CBEDIT. 65 

Board of Directors. 

Sec. 25. That the aflfairs of each bank shall be man- diStoS!^*^ ""^ 
a^ed by not less than five nor more than nine directors. 
J31 directors shall be elected by the shareholders at a 
meeting to be held at any time before the association is 
authorized by the commissioner of farm-land banks to 
commence business, and afterwards at meetings to be 
held on any such date in January of each year as is 
specified therefor in the articles of association. The 
directors shall hold office for one year, and until their 
successors are elected and qualified. 

Sec. 26. That every director must, during hil^ whole direStoSf***^^' 
term of service, be a citizen of the United States ; and at 
least three-fourths of the directors must reside in the 
State or Territory in which the bank is located for at 
least one year immediately preceding their election, and 
must be residents therein during their continuance in 
ofiice. Every director must own, in his own right, at 
least five shares of the capital stock of the bank of which 
he is a director. Any director who ceases to be the 
owner of five shares of stock, or who becomes in any 
other manner disqualified, shall thereby vacate his place. 

Sec. 27. That each director, when appointed or t^^^J^ 
elected, shall take an oath that he wiU, so far as the duty 
devolves on him, diligently and honestly administer the 
affairs of such bank, and will not knowingly violate or 
willingly permit to be violated any of the provisions of 
this act, and that he is the owner in good laith, and in 
his own right, of the number of shares of stock required 
by this act, subscribed for by him or standing in his name 
on the books of the bank, and that the same is not 
hypothecated or in any way pledged as security for any 
loan or debt. Such oath subscribed by the director 
making it, and certified by the officer before whom it is 
taken, shall be immediately transmitted to the commis- 
sioner of farm-land banks, and shall be filed and pro- 
served in his office. 

Sec. 28. That any vacancy in the board shall be filled ^^^^ '"'^- 
by appointment by the remaining directors, and any 
director so appointed shall hold his place until the next 
election. 

Sec. 29. That if, from any cause, an election of direc- ^^'^^nVelitiln 
tors is not made at the time appointed, the bank shall not is held on the 
for that cause be dissolved^ but an election may be held ^"'^' ^^^' 
on any subsequent day, thirty days' notice thereof in all 
cases having been given in a newspaper published in the 
city, town, or county in which the bank is located; and if 
no newspaper is published in such city, town, or county, 
such notice shall be published in a newspaper pubHshea 
nearest thereto. If the articles of association do not fix 
the day on which the election shall be held, or if no elec- 
tion is held on the day fixed, the day for the election shall 
be designated by the board of directors; or if the direc- 

S. Doc. 380, 63-2 5 
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tors fail to fix the day, shareholders representing two- 
thirds of the shares may do so, or in the case of national 
farm-land banks, cooperative, two-thirds of the stock- 
holders may do so. 

pr^elnVnt" of ^^^' ^^' '^^* ^^® ^^ *^® directors, to be chosen by the 
board. board, shall be the president of the board. One or more 

vice-presidents shall hkewise be chosen by the board. 

LiABiLmr OF Stockholders. 

biuty^''o1''^w S^^- ^^' '^^^^ ^^® shareholders of every national farm- 
holders. land bank, shall be held individually responsible, equally 

and ratably, and not one for another, for all contracts, 
debts, and engagements of such bank, to the extent of 
the amount of their stock therein, at the par value there- 
of, in addition to the amount invested in such shares, 
unless, in the case of national farm-land banks, coop- 
erative, bv a two-thirds vote of the stockholders a larger 
liabiUty snail be undertaken. 
te^^'lte^S^JS?! Sec. 32. That persons holding stock as executors, ad- 
sonauy liable, ministrators, guardians, or trustees shall not be per- 
sonally subject to any liabilities as stockholders; but the 
estates and funds in their hands shall be liable in like 
manner and to the same extent as the testator, intestate, 
ward^ or person interested in such trust funds would be 
if hving and competent to act and hold the stock in his 
own name. 

Conversion of Existing Land-Mortgage Companies 

AND OTHER StATE iNSTnUTIONS INTO NATIONAL FARM- 
LAND Banks. 

e:?/ftfnf\°^d- ^^^' ^^' "^^^ ^^J land-mortgage association or cor- 
mortgage c o m - poration, or any similar institution, including building 
EtatMiStitutions and loan associations or savings and loan associations 
^d^b^^ '^™' lending exclusively on farm mortgages, now incorporated 

under the general or special laws oi any State, may oecome 
a national farm-land Ibank under this act, under a suitable 
name, upon complying with the provisions of this act; and 
in such case the articles of association and the organiza- 
tion certificate may be executed by a majority of the 
stockholders of the existing institution, and tne certificate 
shall declare that the owners of two-thirds of the capital 
stock of the old institution have authorized the directors 
to make such certificate and to change and convert the 
institution into a national farm-land bank. The majority 
of the directors, after executing the articles of association 
and organization certificate, shall have power to execute 
all other papers and to do whatever may be required to 
make its organization perfect and complete as a national 
farm-land bank. The directors of the old company may 
continue to be the directors of the national farm-land banJk 
until others are elected or appointed, in accordance with 
the provisions of this chapter. When the commissioner of 
farm-land banks has given to such association a certificate 
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under his hand and official seal (after the provisions of 
this bill have been comphed with), and after it is author- 
ized to commence the business of farm-land banking, the 
bank shall have the same powers and privileges and shall 
be subject to the same duties, responsibilities, and rules, 
in all respects, as are prescribed for other banks originally 
organized as national farm-land banks, and shall be held 
and regarded as such a national farm-land bank; but no 
such bank shall have a less capital than the amount pre- 
scribed for national farm-land hanks organized under this 
act, and no such corporation shall be authorized to do 
business as a national farm-land bank until the amount 
of its outstanding collateral trust bonds is so reduced that 
it does not exceed fifteen times the capital and surplus of 
the said bank, and until it complies in all other respects 
with the provisions of this act. 

Privileges Granted to National Farm-Land Banks. PrfviiegeB. 

Seo. 34. That the national land-bank bonds of any na- i,^*^^nd?^tl 
tional farm-land bank shall be available for the following ceivabie. 
purposes: 

First. As security for the deposit of postal savings ^ i^y^^jor^^j^g^i 
funds in such national farm-land banks and all other ban& savings funS.^ 
authorized to receive such deposits. 

Second. As a legal investment for time deposits of Jj^^^^^^^^^ 
national banking associations, as provided in the Federal for time deposits 
reserve act, and for the funds accumulated in savings banks togaSSSttoS^" 
organized and doing business in the District of Columbia. 

Third. As a legal investment for trust funds and es- Third. As a le- 
tates under the charge of or administered by any of the S^^uiSted^^tes 
courts of the United States. ^ ^ ^t^al ^'^"''*" 

Fourth. As a security for loans from national banking Fourth.' as se- 
associations to national farm-land banks or to individuals, SS'^W^ib'SSS 
for not exceeding five years, to an amount aggregating ^J*f^^^^- 
not over twenty-five per centum of the capitsJ and under sec' 26 or 
siuplus or to one third of the time deposits of the national SS?^' "^^® 
banking association making such loan. Such loans to be 
made and held bv the national banking association mak- 
ing the same, as being within the provisions of section 24 
of the Federal reserve act, so as to permit national banking 
associations to lend to national farm-land banks, on their 
obligations secured by their national land-bank bonds, 
in place of making the loan directly on farm lands, as 
provided for in said section. 

The foregoing privileges (or such of them bs the com- 
missioner of farm-land oanks, with the approval of the 
Secretary of the Treasury, may, by general rules applica^ 
ble to atl banks organized hereunder, from time to time 
designate), shall apply to national land-bank bonds issued 
under authority of this act, only as and when the following 
conditions (or such of them as the commissioner of farm- 
land banks, with the approval of the Secretary of the 
Treasury, may from time to time by like general rules 
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designate) are likewise put into effect in any State or 
States. 

stiad ^8md ^oSer (^) '^^'^ ^*^® decided to be suflBcient by the bureau of 
exemption laws farm-land banks have been enacted by the State in 
waived^to^such which such national farm-land bank is operating, with- 
raortgages. drawing, or canceling the right to claim exemption, or 

Eroviding for the waiver of such exemption, whether 
omestead or otherwise, against the mortgages or deeds 
of trust (or notes or bonds secured thereby), held 
as security for the national land-bank bonds of such 
national farm-land bank: Provided, That if the right to 
waive such exemption is given, then that aU the mort- 

fages or deeds of trust (and bonds or notes secured there- 
y) deposited as security for such national land-bank 
bonds contain such waiver. 
veyanculg * a*^^" (^) That in the judgment of the commissioner of farm- 
foreciosure are land banks, the State laws providing for registration of 
simplified. i^j^^ titles, Conveyances, and foreclosures in any given 

State are such as to give reasonable protection to the 
holders of first mortgages and first deeds of trust on 
lands located within that State. 

ni^ Ji^* taSd^ (^) '^^^ ^^® national land-bank bonds of all national 
bank bonds are farm-land banks, which are accepted under this law as 
vMtmeQts^ for security in the various matters above set out, shall be 
bSSks ^\Vu It likewise accepted, under the State laws of the State in 
funds/andinsur- which such national farm-land bank is operated, as a 
thestate!'^** °' legal investment for the funds of savings banks operat- 
ing in that State, and of trust funds and estates held by 
or under the control of the courts of that State, and as 
a legal investment for the reserves of insurance com- 
panies incorporated under or operating under the laws 
of that State. 

Examinations. 

ei^SS^?^^^^ Sec. 35. That the commissioner of farm-land banks, 

with the approval of the Secretary of the Treasury, shall, 
as often as shall be deemed necessary or proper, mdicate 
a suitable person or persons to make an examination of 
the affairs of every national farm-land bank, and shaU 
Powers. have power to make a thorough examination into all the 

affairs of the bank, and in doing so to examhie any of the 
officers and agents thereof on oath, and shall make full 
and detailed report of the condition of the bank to the 
commissioner of farm-land banks. The person assigned 
to the making of such examination of the affairs of any 
national farm-land bank shall have the power to call 
together a quorum of the directors of such bank, who 
shall, under oath, state to such examiner the character 
and circumstance of such of its business as he may desig- 
nate. The expense of the examinations herein provided 
for shall be assessed by the bureau of farm-land banks 

^^How appor-^pQjj ^j^g banks examined in proportion to assets or re- 
sources held by such banks upon a date during the year on 



J 
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t. 

which such examiiiations are held, to be established by 
the bureau of farm-land banks. The |)rovisions of sec- 
tion 26 of the Federal reserve act prohibiting the mak- 
ing of any loan or granting any gratuity to the exam- Gratuities to 
iner of a national bank shall appfy with equal force to Sb^.^ ^'°" 
examiners of national farm-land banks, and the penalties 
and punishments therein provided shall be equally 
applicable to such examiners of national farm-land banks. 

Sec. 36. That the commissioner of farm-land banks ^^^^^^^^ ^' 
shall require statements showing the condition of each 
bank to be published in a newspaper or newspapers pub- 
lished in the vicinity where the bank is located at such 
times as calls for such statements may be made by him, 
and in general conformity with the practice as to call for 
statements from national banking associations by the 
Comptroller of the Currency: Provided, That in the dis- 
cretion of the Secretary of the Treasury, any or all exam- 
inations of national farm-land banks may be made by 
examiners who are commissioned to examine national 
banking associations. 

DivroENDS. 

Sec. 37. That the directors of each national farm-land WTidends. 
bank shall be authorized to declare a dividend upon the 
outstanding and paid-up capital stock of such an mstitu- 
tion out of the net earnings of the same : Provided, That in 
no case shall any dividend be paid which will impair the p^^piSi* ^"^ 
capital stock of the said institution, nor shall any mvidend 
be paid which will reduce the amount of capital and sur- 
plus of each bank to less than one-fifteenth of the out- ^^^^^ restric- 
standing national land-bank bonds of the said bank: 
Providm, however, That in the case of cooperative farm- 
land banks the net earnings of such banking corporations ^ J^j7jf^^\ive 
available and set aside for the payment of interest and banks. 
dividends shall be distributed as follows: *'To each 
owner of stock of such corporation may first be paid a 
dividend in the form of interest upon the par value of the 
shares of stock owned by such owner of stock, computed 
at the rate of interest generally prevailing in the com- 
munity where such bams: is located, but not exceeding How declared, 
the legal rate of interest in the State where such banking 
corporation is situated, if said earnings are sufficient for 
that purpose ; otherwise, to be paid to each owner of such 
stock pro rata computed upon tne par value of such stock. 
The balance of such net earnings, if any, shall be distrib- 
uted among the patrons of sucn banking corporation in 
proportion to the amount of business transacted with 
such bank: Provided, however, That in such distribution 
tho share-owning patrons may, if approved by a two- 
thirds vote, take dividends at a rate twice as great as 
that paid to nonshare-owning patrons'': Provmed fur- 
ther, That a special reserve fund shall be maintained by 
each national farm-land bank, which special reserve fund 
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designate) are likewise put into effect in any State or 
States. 

stiS^^^d %r (^) "^^^ ^^^^ decided to be sufficient by the bureau of 
exemption laws farm-land banks have been enacted by the State in 
waivS^to^such which such national farm-land bank is operating, with- 
raortgages. drawing, or canceling the right to claim exemption, or 

Eroviding for the waiver of such exemption, whether 
omestead or otherwise, against the mortgages or deeds 
of trust (or notes or bonds secured thereby), held 
as security for the national land-bank bonds of such 
national farm-land bank: Provided, That if the right to 
waive such exemption is given, then that all the mort- 

fages or deeds of trust (and bonds or notes secured there- 
y) deposited as security for such national land-bank 
bonds contain such waiver. 
veyanctog * a^n'd (^) That in the judgment of the commissioner of farm- 
foreciOTure are land banks, the State laws providing for registration of 
^™P land titles, conveyances, and foreclosures in any grven 

State are such as to give reasonable protection to the 
holders of first mortgages and first deeds of trust on 
lands located within that State. 

nidiJi^* taSd^ (^) Th^* ^^^ national land-bank bonds of all national 
bank bonds are farm-land bauks, which are accepted under this law as 
vestments" for security in the various matters above set out, shall be 
b^s, ^Vr*ult^^®^^® accepted, under the State laws of the State in 
funds,' and insur- which such national farm-land bank is operated, as a 
Sestate!^^ ^' legal investment for the funds of savings banks operat- 
ing in that State, and of trust funds and estates held by 
or under the control of the courts of that State, and as 
a legal investment for the reserves of insurance com- 
panies incorporated under or operating under the laws 
of that State. 

Examinations. 

exI^OTf***"**'' Sec. 35. That the commissioner of farm-land banks, 

with the approval of the Secretary of the Treasury, shall, 
as often as shall be deemed necessary or proper, m(hcate 
a suitable person or persons to make an examination of 
the affairs of everv national farm-land b.ank^ and shall 
Powers. have power to make a thorough examination mto all the 

affairs of the bank, and in doing so to examine any of the 
officers and agents thereof on oath, and shall make full 
and detaUed report of the condition of the bank to the 
commissioner of farm-land banks. The person assigned 
to the making of such examination of the affairs of anv 
national farm-land bank shall have the power to call 
together a quorum of the directors of such bank, who 
shall, under oath, state to such examiner the character 
and circumstance of such of its business as he may desig- 
nate. The expense of the examinations herein provided 
for shall be assessed by the bureau of farm-land banks 

^^How a p p or - upon the banks examined in proportion to assets or re- 
sources held by such banks upon a date during the year on 
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which such examiiiations are held, to be established by 
the bureau of farm-land banks. The i)rovisions of sec- 
tion 26 of the Federal reserve act prohibiting the mak- 
ing of any loan or granting any gratuity to the exam- Gratuities to 
iner of a national bank shall app^T with equal force to mS^*" ^'°' 
examiners of national farm-land banks, and the penalties 
and punishments therein provided shall be equally 
applicable to such examiners of national farm-land banks. 

Sec. 36. That the commissioner of farm-land banks st^iSJ^.^'^ ^' 
shall require statements showing the condition of each 
bank to be published in a newspaper or newspapers pub- 
lished in the vicinity where the bank is located at such 
times as calls for such statements may be made by him, 
and in general conformity with the practice as to call for 
statements from national banking associations by the 
Comptroller of the Currency: Provided, That in the dis- 
cretion of the Secretary of the Treasury, any or all exam- 
inations of national farm-land banks may be made by 
examiners who are commissioned to exainine national 
banking associations. 

Dividends. 

Sec. 37. That the directors of each national farm-land Wvidends. 
bank shall be authorized to declare a dividend upon the 
outstanding and paid-up capital stock of such an mstitu- 
tion out of the net earnings of the same : Provided, That in 
no case shall any dividend be paid which wiQ impair the p^J^piSi* ^™' 
capital stock of the said institution, nor shall any mvidend 
be paid which will reduce the amount of capital and sur- 
plus of each bank to less than one-fifteenth of the out- ^^^^ restric- 
standing national land-bank bonds of the said bank: 
Providm, however, That in the case of cooperative farm- 
land banks the net earnings of such banking corporations ^^ J^J^lf^^tive 
available and set aside for the payment of interest and banks, 
dividends shall be distributea as follows: ^'To each 
owner of stock of such corporation may first be paid a 
dividend in the form of interest upon the par value of the 
shares of stock owned by such owner of stock, computed 
at the rate of interest generally prevailing in the com- 
munity where such bams: is located, but not exceeding How declared, 
the legal rate of interest in the State where such banking 
corporation is situated, if said earnings are suflScient for 
that purpose ; otherwise, to be paid to each owner of such 
stock pro rata computed upon tne par value of such stock. 
The balance of sucn net earnings, if any, shall be distrib- 
uted among the patrons of sucn banking corporation in 
proportion to the amount of business transacted with 
such bank: Provided, however, That in such distribution 
tho share-owning patrons may, if approved by a two- 
thirds vote, take dividends at a rate twice as great as 
that paid to nonshare-owning patrons'': Prov^ed fur- 
fher. That a special reserve fund shall be maintained by 
each national farm-land bank, which special reserve fund 
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designate) are likewise put into effect in any State or 
States. 

Bt^'^^d ^oZi (^) Th^^ ^*ws decided to be sufficient by the bureau of 
exemption laws farm-land banks have been enacted by the State in 
waivS^tc^such which such national farm-land bank is operating^ with- 
raortgages. drawing, or canceling the right to claim exemption, or 

providing for the waiver of such exemption, whetiier 
nomestead or otherwise, against the mortgages or deeds 
of trust (or notes or bonds secured thereby), held 
as security for the national land-bank bonds of such 
national farm-land bank: Provided, That if the right to 
waive such exemption is given, then that all the mort- 

fages or deeds of trust (and bonds or notes secured there- 
y) deposited as security for such national land-bank 
bonds contain such waiver. 
veywicto?* a^^d (^) That in the judgment of the commissioner of fann- 
foreciOTure are land banks, the State laws providing for registration of 
^""^ land titles, conveyances, and foreclosures in any given 

State are such as to give reasonable protection to the 
holders of first mortgages and first (^eds of trust on 
lands located withiQ that State. 

iiiS)Ji^* taSd^ (^) Tl^^^ ^^^ national land-bank bonds of all national 
bank bonds are farm-land banks, which are accepted under this law as 
vestm^ts** for security in the various matters above set out, shall be 
ba?Sks, ^Vr^ultl^^'^® accepted, under the State laws of the State in 
funds,' and insur- which such national farm-land bank is cmerated, as a 
toestetef"^*^ °' legal investment for the funds of savings banks operat- 
ing in that State, and of trust funds ana estates held by 
or under the control of the courts of that State, and as 
a legal investment for the reserves of iQsurance com- 
panies incorporated under or operating under the laws 
of that State. 

Examinations. 



exai 



cISSot!"^*^' Sec. 35. That the commissioner of farm-land banks, 
with the approval of the Secretary of the Treasury, shall, 
as often as shall be deemed necessary or proper, mdicate 
a suitable person or persons to make an examination of 
the aflfairs of everv national farm-land bank, and shall 

Powers. have power to mate a thorough examination into all the 

affairs of the bank, and in doing so to examine any of the 
officers and agents thereof on oath, and shall make full 
and detailed report of the condition of the bank to the 
commissioner of farm-land banks. The person assigned 
to the making of such examination of the affairs of any 
national farm-land bank shall have the power to call 
together a quorum of the directors of sudi bank, who 
shall, under oath, state to such examiner the character 
and circumstance of 3uch of its business as he may desig- 
nate. The expense of the examinations herein provided 
for shall be assessed by the bureau of farm-land banks 
jij^ appor- ypQj^ ^j^e banks examined in proportion to assets or re- 
sources held by such banks upon a date during the year on 



J 
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which such examinations are held, to be established by 
the bureau of farm-land banks. The provisions of sec- 
tion 26 of the Federal reserve act prohibiting the mak- 
ing of any loan or granting any gratuity to the exam- Gratuities to 
iner of a national bank shall apply with equal force to Sbited.^ ^'°" 
examiners of national farm-land!^ banks, and the penalties 
and punishments therein provided shall be equally 
applicable to such examiners of national farm-land banks. 

Sec. 36. That the commissioner of farm-land banks stli^^!^^ **' 
shall require statements showing the condition of each 
bank to oe published iu a newspaper or newspapers pub- 
lished in the vicinity where the bank is located at such 
times as calls for such statements may be made by him, 
and in general conformity with the practice as to call for 
statements from national banking associations by the 
Comptroller of the Currencv: Provided, That in the dis- 
cretion of the Secretary of the Treasury, any or all exam- 
inations of national farm-land banks may be made by 
examiners who are commissioned to examine national 
banking associations. 

Dividends. 

Seo. 37. That the directors of each national farm-land Wvidends. 
bank shall be authorized to declare a dividend upon the 
outstanding and paid-up capital stock of such an mstitu- 
tion out of the net earnings of the same : Provided, That in 
no case shall any dividend be paid which wiQ impair the pJJ^pi^* ^^ 
capital stock of the said institution, nor shall any dividend 
be paid which will reduce the amount of capital and sur- 
plus of each bank to less than one-fifteenth of the out- ^^^^ restric- 
standing national land-bank bonds of the said bank: 
Providm, however, That in the case of cooperative farm- 
land banks the net earnings of such banking corporations ^ Jo'^^^^^tive 
available and set aside for the payment of interest and i>anks. 
dividends shall be distributea as follows: *'To each 
owner of stock of such corporation may first be paid a 
dividend in the form of interest upon the par value of the 
shares of stock owned by such owner of stock, computed 
at the rate of interest generally prevailing in the com- 
munity where such bank is located, but not exceeding How dedarod. 
the legal rate of interest in the State where such banking 
corporation is situated, if said earnings are sufficient for 
that purpose ; otherwise, to be paid to each owner of such 
stock pro rata computed upon the par value of such stock. 
The balance of such net earnings, if any, shall be distrib- 
uted among the patrons of such banking corporation in 
proportion to the amount of business transacted with 
such bank: Provided, however, That in such distribution 
tho share-owning patrons may, if approved by a two- 
thirds vote, take dividends at a rate twice as great as 
that paid to nonshare-owning patrons'': Provided fur- 
ther. That a special reserve fund shall be maintained by 
each national farm-land bank, which special reserve fund 
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designate) are likewise put into effect in any State or 
States. 

sti^d^^d ^Xr (^) "^^^ l^-ws decided to be sufficient by the bureau of 
exemption laws farm-land banks have been enacted by the State in 
wiaived^M tc^suSJ which such national farm-land bank is operating, with- 
mortgages. drawing, or canceling the right to claim exemption, or 

Eroviding for the waiver of such exemption, whetiter 
omestead or otherwise, against the mortgages or deeds 
of trust (or notes or bonds secured thereby), held 
as security for the national land-bank bonds of such 
national farm-land bank: Provided, That if the right to 
waive such exemption is given, then that all the mort- 

fages or deeds of trust (and bonds or notes secured there- 
y) deposited as security for such national land-bank 
bonds contain such waiver. 

veywic^* aTd (^) '^^* ^ ^^® judgment of the commissioner of farm- 
foreciMure are land banks, the State laws providing for registration of 
simp i^^j titles, conveyances, and foreclosm-es in any given 

State are such as to give reasonable protection to the 
holders of first mortgages and first deeds of trust on 
lands located within that State. 
niS) Ji^* ^t (^) Th«'^ ^^^ national land-bank bonds of all national 
bank bonds are farm-land bauks, which are accepted under this law as 
vestmrats^ for security in the various matters above set out, shall be 
bSiis ^\Vult •'^®'^® accepted, under the State laws of the State in 
funds,' and insur- which such national farm-land bank is operated, as a 
thestete!"^*^ °' legal investment for the funds of savings banks operat- 
ing in that State, and of trust funds and estates held by 
or under the control of the courts of that State, and as 
a legal investment for the reserves of insurance com- 
panies incorporated under or operating under the laws 
of that State. 

Examinations. 

ei^l^^^^^ Sec. 35. That the commissioner of farm-land banks, 

with the approval of the Secretary of the Treasury, shall, 
as often as shall be deemed necessary or proper, mdicate 
a suitable person or persons to make an examination of 
the affairs of everv national farm-land bank, and shall 
Powers. have power to make a thorough examination into all the 

affa'u-s of the bank, and in doing so to examine any of the 
officers and agents thereof on oath, and shall make full 
and detailed report of the condition of the bank to the 
commissioner of farm-land banks. The person assigned 
to the making of such examination of the affairs of any 
national farm-land bank shall have the power to call 
together a quorum of the directors of such bank, who 
shall, under oath, state to such examiner the character 
and circumstance of such of its business as he may desig- 
nate. The expense of the examinations herein provided 
for shall be assessed by the bureau of farm-land banks 

^^^How appor- upon the banks examined in proportion to assets or re- 
sources held by such banks upon a date during the year on 
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which such examinations are held, to be established by 
the bureau of farm-land banks. The j)rovisions of sec- 
tion 26 of the Federal reserve act prohibiting the mak- 
ing of any loan or granting any gratuity to the exam- Gratuities to 
iner of a national bank shall apply with equal force to wbS.®" ^'°' 
examiners of national farm-land!^ banks, and the penalties 
and punishments therein provided shall be equally 
applicable to such examiners of national farm-land banks. 

Sec. 36. That the commissioner of farm-land banks suS^w^.^^ **' 
shall require statements showing the condition of each 
bank to oe published iu a newspaper or newspapers pub- 
lished in the vicinity where the bank is located at such 
times as calls for such statements may be made by him, 
and in general conformity with the practice as to call for 
statements from national banking associations by the 
Comptroller of the Currencv: Provided, That in the dis- 
cretion of the Secretary of the Treasury, any or all exam- 
inations of national farm-land banks may be made by 
examiners who are commissioned to examine national 
banking associations. 

Dividends. 

Seo. 37. That the directors of each national farm-land Wvidends. 
bank shall be authorized to declare a dividend upon the 
outstanding and paid-up capital stock of such an mstitu- 
tion out of the net earnings of the same : Provided , That in 
no case shall any dividend be paid which wiQ impair the pJJ^piSi.* ^^ 
capital stock of the said institution, nor shall any dividend 
be paid which will reduce the amount of capital and sur- 
plus of each bank to less than one-fifteenth of the out- ^^^^ restric- 
standing national land-bank bonds of the said bank: 
Providm, however, That in the case of cooperative farm- 
land banks the net earnings of such banking corporations ^ ?j7i?^*^ti ve 
available and set aside for the payment of interest and banks, 
dividends shall be distributea as follows: *'To each 
owner of stock of such corporation may first be paid a 
dividend in the form of interest upon the par value of the 
shares of stock owned by such owner of stock, computed 
at the rate of interest generally prevailing in the com- 
munity where such bank is located, but not exceeding How declared, 
the legal rate of interest in the State where such banking 
corporation is situated, if said earnings are sufficient for 
that purpose ; otherwise, to be paid to each owner of such 
stock pro rata computed upon tne par value of such stock. 
The balance of sucli net earnings, if any, shall be distrib- 
uted among the patrons of such banking corporation in 
proportion to the amount of business transacted with 
such bank: Provided, however. That in such distribution 
tho share-owning patrons may, if approved by a two- 
thirds vote, take dividends at a rate twice as great as 
that paid to nonshare-owning patrons'': Provmed fur- 
iher, That a special reserve fund shall be maintained by 
each national farm-land bank, which special reserve fund 
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shall be created out of the net earnings of the bank and 
shall at all times be equal to five per centum of the total 
annual interest chaise on the landVbank bonds which are 
outstanding against such bank at the close of the last 
fiscal year. Such special reserve fund shall not be dis- 
bursed for any other purpose except to meet arrears in 
interest payment on land-bank bonds issued by such 
bank. 

DiKEOTOEs' Meetings. 

m2(W>ncl ^aSi ^^^' ^^' That the directors of each national farm-land 
month. bank shall meet at least once in each month, and at such 

other times as are necessary. They shall have power to 
committe^^^d A'PPoiht committees and to delegate to such committees 
delegate powers, such portiou of their powers as may be necessary for the 

convenient operation of the bank, subject to the approval 

of the bureau of farm-land banks. 

Appraisement Committee. 
^JS^rSISlS^^'^^ Sec. 39. That the board of directors of each national 

committee. . i i i i i n • j* x i -x 

farm-land bank snail immediately upon its orgamza- 

when appoint- tion, and bcforc making any loans upon farm lands, 

^' appoint an appraisement committee, which shall be com- 

coim)osed of posed of three members of the board of directors. The 

**^^e^*?i!ed names of said appraisement committee shall be at once 

lii^^i.^^^J^^itT delivered to the commissioner of farm-land banks, and 

sioner of rural , • .1 -i 'i. ini a 

bankB. any change m the said committee snail be at once com- 

Duties. municated to him. The duty of said committee shall be 

to appraise, or cause to be appraised, and report on the 

value of real estate offered as security for loans. AH 

porite[^**^° ""reports of the appraisement committee shall be made in 

writing, signed by a majority of the committee, and shall 
give a description of the property, the value at which it 
is appraised oy them, the value at which it is assessed 
for taxation, and such other information as may be 
recjuired by the directors of the bank or bv the com- 

fiiSu^^'*^ ^ ^ missioner of farm-land banks. Such report shaU be filed 

and preserved with other papers relatmg to such loan, 

•ou?°wriuen^re- ^^^ uo loan shall be made on any farm land unless and 

port. until such report in writing has been filed with the said 

bank. 

Postal Savings Deposits — Deposit of State Funds — • 
Reserves — Loan of Cureent Deposits. 

to^i2(S?e®p4tai ^^^- ^^' "^^^^ ^11 national farm-land banks shall, 
savings deposits, upon the requcst of the board of trustees of the postal 

savings system, receive deposits of postal savings funds 
to the extent of one-half their capital and surplus^, and 
pay interest thereon at the rate required to be paid by 
other banks on similar postal deposits. 
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Sec. 41. That the limitation on the amount of de- ^^i^*»^f ^«3^. 

Eosits which shall be received by national farm-land posits does not 
anks, by which they are prevented from receiving de- M^s^r^ov? 
posits in excess of fiity per oeotttum of their capital and ^^^^ **' ^^^ 
-suiplus, shall not apply to deposits made with said banks 
by the Government in the shape of postal savings de- 
positS; or other governmental deposits; nor shall it 

{)revent the said banks from receivmg deposits of State 
unds. On all time deposits of whatever character, the ce^tTn^timt ^l 
national farm-land banks shall maintain a cash reserve posits; i5per cent 
of at least five per centum; and on all check deposits shall ^^^^^^ ®p*^ *^- 
maintain a reserve of at least twelve per centum, either in 
cash or in balances with other banks, under rules and 
regulations to be prescribed by the commissioner of farm- 
land banks. The postal savings deposits held by any ^^^Jlfg j^*^^ 
such bank, except the five per centum reserve, may be in- in national land- 
vested only in first mortgage or first deed of trust loans ^*"^ ^^^' 
on farm land, being secured to the Government by the 
deposit with it of tne national land-bank bonds oi any 
national farm-land bank complying with the rules of the 
commissioner of farm-land banks, approved by the 
Secretary of the Treasury, as prescribed in pursuance of 
the provisions of this act. The funds held on deposit by 
such banks for the State in which they operate may be i^owhi^^L^ 
invested as provided by the laws of sucn State. 

Destructible Profebty to be Insured. 

Sec. 42. That wherever the value of buildings or p^Jj^J^'^^J,^^^® 
destructible property attached to the land is a part of sured. 
the security for any loan, such building or destructible 
property snail be properly iusured against loss by fire, 
and policies representing such insurance shall be prop- 
erly assigned and deposited along with the mortgages 
under the joint control of the said bank and the Federal 
fiduciary agent. In such case provisions shall be made 
in the mortgages or deeds of trust for the pay-p^*?^* p®J 
ment by the borrower of an amount sufficient to pay vided for. 
the premiums on such insurance policies, in addition to 
the interest, amortization, and administration charges 
to be paid by him as herein set out. In appraising 
property for loans, the buildings and destructiDie prop- 
erty shall not be valued at more than twenty per centum 
of the total appraisement. 

Branch Banks. 

Sec.^ 43. That no national farm-land bank shall be notSto^!"^" 
authorized to operate branches, but each said institu- 
tion may, with the approval of the commissioner of 
farm-land banks, employ and maintain loan agencies 
.throughout the State in which it is operated. 
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Sales Agencies. 

Sales agencies. Sec. 44. That any national farm-land bank may, with 

the consent of the commissioner of farm-land banks, 

maintain either within the State in which it is oper- 

state.**^^® ^'ating, or elsewhere, sales agents or agencies for the sale 

of its national land-bank bonds or for trading in the 
same. 

How Periodic Payments Made by Bobboweb on 

MOBTGAGE to BE DeTEBMINED. 

er'f'totere^srraTe" ^EC. 45. That to the rate of interest to be borne by 
fixed in such case, the national land-bank bonds to be issued by the bank 

shall be added the administration charge, together with a 
charge suflB.cient to amortize the loan oy the time of its 
maturity, and in this way the periodic payment to be 

mfnte^^not to*be P*''.^^ ^J *^® borrower on ms mortgage shall be fixed, and 
changed. this shaU bc Set out in every mortgage and shall not be 

changed during the term thereof. 

^ Loans May be Paid with National Land-Bank Bonds 
OP Same Sebies — Bank May Buy in its National 
Land-Bank Bonds and Have Cobbesponding 
Amount of Mobtgages Released. 

mi^ woaSot^ Sec. 46. That any borrower shall be entitled to pay off 
gage. the amount of his mortgage or any portion thereof by 

presenting to the bank, on any interest period after the 
first five years, the national land-bank bonds of the bank 
of the same series as those issued against his mortgage. 
To the extent of such national land-bank bonds pre- 
sented and canceled at such time, the borrower shall be 
reUeved of his mortgage indebtedness and proper credits 
shall be made upon nis mortgage. The Federal fiduciary 
and^'^anceT *^?te ^'gent shall evid!ence such credit. The bank issuing such 
bonds and release national land-bank bonds shall also have the right at any 
mortgages. ^j^^ ^^ ^^^ j^ ^j^^ ODcn market its national land-bank 

bonds and to cancel the same, and thereupon to release 

a proportionate amount of the mortgages securing such 
par^°for^"iwnS ^.^.tional land-bank bonds. But in case any of such na- 
caiied for pay- tional land-bank bonds of the bank are called for pay- 
^^^ ' ment by the bank, as hereinbefore provided, then the 

same must be paid off by the bank at par. 
lien'^wto'^ Sec. 47. That whenever the borrower pays his debt in 
paid. fuU the bank shall promptly satisfy and discharge the 

lien of record. 

Genebal Powbbs Given to Commissioneb of Fabm- 

Land Banks. 

gi^4°tJ^(»mZ" Sec. 48. That the commissioner of farm-land banks, by 
goner ^ form- general rules and regulations, shall prescribe^ the methods 
: of keeping the mortgage register; of holding and pre- 
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serving the mortgages and the bonds secured by deed of 
trust in the joint possession of the bank and of the Fed- 
eral fiduciary agent; of crediting payments on mortgages; 
of canceUng mortgages; and of releasing the hens of mort- 

f^ages in whole or m part; and the general rules and regu- 
ations for the conduct of the institutions provided for 
under this act. Such rules and regulations, not iq con- 
flict with the provisions of this act, shaU be binding upon 
all the banks created under the same. 

Sec. 49. That all matters relating to the organization 
and operation of said national farm-land banks' created 
under this act shall be under the direction and control of 
the commissioner of farm-land banks, except as herein 
specified. 

Penalties for Violation of Law. 

Sec. 60. That any officer, clerk, or agent of any national seSf^Ms^iid 
farm-land bank or any Federal fiduciary agent herein 5209* etc. 
described, who commits any oflFense or malfeasance, such 
as described in sections fifty-two hundred and eight and 
fifty-two hundred and nine of the Revised Statutes of the 
Umted States, and section thirteen of the act approved 
July twelfth, eighteen hundred and eighty-two, bemg the 
law relatiQg to national banks, shall be punished upon con- 
viction as prescribed in the said laws relating to national 
banks. 

Sec. 51. That all acts and parts of acts inconsistent 
herewith are hereby repealed. 
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